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No stopping our drive te become the werld’s
preferred manuracsturing services supplier to
leacing CEMs. We spedalize In key components
Tor amminere, anyidme communicaions producs =
callular phenes, leptop compuers, eigital cameras,
clecionie ys, handheld video game devices and
wireless termingls. These components incluce LCD
vanels, LCD medules, radio fresuency modules,
Tesdble printec creult subassemblies enc CMOS
Imege senser modules. We alse produsa finighed
srocducts like cellular phones anc accesseries
nduecing clgital cameras ane wireless headphenes,
heme entertainment devices, and electrenia
dictionaries ane caleuletors. 2008 was & record
vear for Nam Tal, with 119% grewin in Ret inceme.
And this Is just the beginning.

~




NAM TAI ELECTRONICS, INC.

annual report 2003

Three Year Hightights
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STEADY GROWTH,
SOLID PERFORMANCE

Driven largely by a strong surge in sales of component
assembly products for telecommunication products,
Nam Tai has achieved its most profitable year ever.

Net income increased by 119% over 2002 and sales
growth was 72%. [n a difficult environment for the entire
technology market, the Company has maintained its
measured, consistent strategy, with five year compound
annual sales growth of 32% and operating profit growth “—
of 35%. Consistently profitable since our IPO in 1988, we have increased
dividends for the last 11 consecutive years, paying special dividends in three
of the last four years.

Our second generation multi-national management team has a solid understanding
of technology and production and a firm grasp on where the consumer and
- communication electronic market is headed. Their prudence and foresight has
controlled production costs while their pro-active investment in staff, facility
expansion and the latest technology has continually improved ocur quality levels
and increased capacity. For example, our ability to produce high quality color
LCD modules and digital cameras allowed us to meet the increasing demand
for highly popular mobile camera phones, contributing significantly to this
year's success.

Our ongoing success is the direct result of the Company’s unwavering focus
on developing and perfecting its core manufacturing competencies. This is
enhanced by our ability to read and interpret market signs, allowing us to
anticipate and respond to the needs of our OEM customers.
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FAST TRACK FOR
HIGH GROWTH PRODUCTS

The convergence of computing and communications
is now at hand. Today's handheld devices are a
sophisticated combination of advanced technology,
allowing for instant wireless transmission of image,
voice and data. Camera handsets shipments are
predicted to increase from 14 millicn units in 2002
to 88 million units in 2007, a CAGR of 47.9%. ltis
oredicted that by 2007, more than 50% of global
handsets will have a camera in them, up from 5% in
2002. To prepare for the demand in this new breed of anywhere, anytime
consumer electronic and communication products, we have been carefully
ramping up our production capabilities, acquiring the technology and
expanding production facilities to meet and exceed quality standards on
even the highest volume orders.

By the end of 2004, construction will be completed on 250,000 square feet
of additional space for the preduction of components needed for high growth
handheld wireless products. These include radio frequency, or RF, modules,
color liquid crystal display, or LCD, modules, flexible printed circuit, or
FPC, subassemblies and CMOS image sensor modules which enable the
integration of digital capturing capabilities into cellular phones and home
entertainment products.

Another high growth and high value-added category is the video game
market, where last year we made significant inrcads with Sony Computer
Entertainment in manufacturing the Eyetoy gaming device and a USB
microphone and converter box for PlayStation®2. We intend to continue
exploring new opportunities in high growth areas.
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EXPANDING HIGH TECH
PRODUCTION CAPACITY

Our strategically located manufacturing complex in

Shenzhen, China provides us with the unique ability
to cost-effectively produce advanced technology using
highly skilled personnel. Located just 30 miles from the
strategic regional transportation and economic hub
of Hong Kong, our manufacturing facilities will have
approximately ocne million sguare feet of manufacturing
space when our current factory expansion programs
are completed.

Nam Tai is ISO 9001 certified, with cne of the most technclogically advanced
facilities of its kind in China. We have technologies for producing chip on glass,
chip on film, chip on board, surface mount assemblies, tape automated bonding,
fine pitch heat seal and outer lead bonding. Our facilities have three Class
Ten Thousand clean rooms, and three Class Thousand clean rooms. Nam Tai's
focus on quality has resulted in below 100 PPM outgoing quality level. The
objective is to continuously improve through 6 sigma implementation and to
reach 3.4 PPM quality level.

Continually reinvesting in the latest advanced assembly technologies has
allowed us to maximize operational flexibility, increase quality levels and
minimize production costs. Our commitment to this long term strategic vision
will continue as we move forward.
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STRONG OPPORTUNITIES
AHEAD IN EMERGING MARKETS

China is rapidly becoming a major consumer of electronic
products. Nam Tai has been manufacturing there since
1980 and our relationships in this local market are long
standing and secure. China is currently producing 35%
of the world's mobile phones and that growth trend is
expected to continue. With its lower labor costs, and
supply chain advantage, the EMS market in China is
expected tc grow annually by 25.6% through 2007

We are already seeing success in penetrating this market. In 2003, 25%
of net sales, based upon location of product delivery, were to China, up
from 5% in 2000. We began providing assembling services to JCT Wireless
Technology Limited, or JCT, in 2003 to produce 1 million cellular phones in
semi-knocked down form for JCT's clients in mainland China.

Our long term vision to become vertically integrated, and our close connections
to both emerging China markets and Japanese outsourcing, have placed us in
a strong position to capitalize on the digital communication bocem in those
markets. A boom that is in high gear now with no signs of slowing down.
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LONG TERM, SOLID
RELATIONSHIPS WITH CLIENTS

We have strong relationships with many of the worid'’s
leading Original Equipment Manufacturers, or OEMs.
These include Epson, Texas Instruments, Toshiba, Seiko,
Sharp, Optrex, Canon, Vtech, Sony, Sony Ericsson, Sony
Computer Entertainment, OmniVision, Appeal Telecom
and JCT. Our pro-active efforts to develop leading edge
technology, our vertical integration and ability to provide
one-stop solutions in anticipation of their needs has
helped secure our position as their supplier of choice.

As wireless communicaticns becomes an increasingly important focus
for technology manufacturers, we have invested in Stepmind, a French
microelectronics solutions company. Stepmind develops integrated circuits
for wireless RF transceivers, designing and supplying high performance
fabless components and applications with extremely secure data links.
Stepmind is also expanding intc WLAN complete solutions. This investment
is further preparing us to meet the future needs of our customers.

Our clients benefit from, and appreciate, our foresight as we invest in new
technology in advance of their requirements and expand our operations to
increase our production capacity. This proven commitment to anticipate and
deliver the highest quality has ensured our continuing relationship for many
years to come. We're ready to handle any size order from anywhere in the
world. Where do we go from here? Forward. Fast. Because now, there are
no limits.
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No Stopping

For over 10 yeers, our missien hes besn to become the
world'’s leading China based contract menufacturer
of sophisticatsd handheld communication/computing
devices and thelr key components.

Review of 2003

We Just started to realize the rewards of our long
plenned jeumey In 2003, Increased 72.2% to &
recore $406.3 m llion end epereting profits increesed
to & record $374 milllon, up 116.3 % compared to
2002. Gross profit end opereting profit mergins both
improved a8 we are beginning to reelize econemies
of scele. We continued to focus on providing
technelogieally advanced manufacturing services,
targeting key compenents and acecesseries for
celluler phones and other handheld electronic
devices, including heme enteralnment devices. We
prepared for future growth by diversifying into new
oroducts, developing new customer relationships,
bullding our management team and continuing
expeansion of our menufacturing capacliy

New Products and Customers

Seles increases were driven by our increased
offering of products and key compenents to new
and existing clients. Nam Tal added TFT LCD
modules, CMOS image senser modules, FPC
subassemblies, end RF modules to its offering
of key compenents for eslluler phones and other
hendheld electronic devices. Neteble new customers
included OmniVision Technelogles Ine. and Appeel
Telecom Co., Lid., as customers for our CMOS
imege sensor modules, Toshiba Metsushita Displey
Technology Ce. Ltd. as & TFT LCD medules
customer, end JCT es an RF modules custemer.

Our strength In providing a verticelly integrated
menufecturing solution helps us win finel assembly
business. For exarrple, Seny Computer Entertainment

\

Eurepe Limited selected Nem Tal to produee twe
PlayStation®2 eccessory products, the EyeToy™
USB camera and & USB microphone and convertar
box. Alse, we began providing assembling services
o JCT in 2008 to preducs ene millien calluler
in semi-knocked down, ar SKD, ferm for JCT's
clients in meinlend Chine. These new business wins
demenstrate that major international OEMs have
confidencs in Nam Tel's menufacturing tecnclogy
and its reputation for delivering high quality products
in & timely and cost effiective menner.

Four Profit Centers

To sustain our long tarm growth potentiel, Nem Tal
is now organized inte four operating profit centsrs:
(1) NamTel Shenzhen: (2) Zastron: (3) JIC: and
(4) Nemtek. Each Is responsible for different
products or service categories and has its own
seasoned sscond generation management feam.

NemTel Shenzhen, ene of eur principel menufacturng
arms, is now & well-esteblished, vertically integrated,
manufecturing selutlen provider for some of the
world's mest reputeble brand names of consumer
electronics and communication products. It focuses
on opticel devices such as CMOS imeage sensor
modules, home entertainment devices, eslluler
phone accessories, and educetional products, sueh
slectronic dictionaries and sclentific calculators.

Zastron, our second princlpel menufecturing erm, Is
an EMS provider utilizZing high end menufecturing
technologles such as COG, COF, and fine piteh
heat seal, SMT, to produce key componsnis for
celluler phones. These compenents include LCD
medules, ranging from menechrome LCD modulss,
to coler STN LCD modules and TFT LCD modules,
RF modules, and FPC subassemblies. [t alse
assembles such components into celluler phones
In SKD form.




MESSAGE TO OUR SHAREHOLDERS

JIC is engeged in the production of LCD penels. Since
Joining the Nem Tal group in 2000, JIC has grown
from & menutecturer of low end TN LCD penels to &
menutecturer now preducing both menechrome end
STN LCD penels.

Namtek is & software application provider which
specielizes In embedded software epplications for digitel
consumer electronics products in the Japanese mevrks.
pariculerly for Nem Tel's customers and products. it hes
offices in Shenzhen, Shenghal end Tokye.

Green Light Ahead for Industry Expansion
While 2008 wes not & particulerly strong yeer for the
EMS Incustry, it is thet the EMS Indusiry in Asle
Pecffic regien will grow by & compound everage growth
rate of 20.7% threugh 2007 In eddition, the celluler
phone merket s expected to expand to 500 million
units in 2004 end 540 million units in 2008 driven in
pavt by booming demand for camera phones which
require higher-pixel LCD medules as well as CMOS
imege sensor modules as thelr key components.

Expansion of Production Ahead

With appreximately $61.8 million of cash en hand at
end, & clean belance sheet, and strong cash flows
from operations of $41.2 million in 2008, the Company
has the financlel strength to continue expanding its
production capecity to satlisty customer demand.
Construction of & $40 million new manufecturing
facility has sterted. The new five-storey fectory will add
approximately 280,000 squere fest adjacent to Nam
Tei's man manutecturing campus in Shenzhen, PRC.
The new factory will elso include & 88,000 squere fest
clean room to house the Company’s most sophisticated
mechinery. Completion is expected befers the end of
2004, After the instelletion of ell necessary machinery
and interior works, the new production fecilities will
probebly commence preduction In the second guarter
of 2008, ellowing for accelerated growth in 2008.

Yield for Our Shareholders

Nem Tel fs dedicated to being a loyal and respensible
pevtner with &l its stelkenolders, including is employees,
suppliers, customers, the locel communities whers ft
operettes, end its shereholders. Our menagement and
directors own approximately 38% of the Company,
ensuring thet our Interests are eligned with shersholders.
Aceordingly, in 2008 we announced a three for ene
shere split, @ move thet helped increase trading liguidity
of our shares on the New York Stock Exchenge. In
Nevember 2003, for the third time in four years, we
rewarded our shereholders with a special dividend,
and in February of 2004, Nem Tei's of Directors
Increesed dividends fer the 11th consecutive year,
to $0.48 per share, the clearest demonsiration of
confidencs for Nem Tel's continued growth.

Open Road Ahead

Nem Tel's long term plemning hes us well pesitioned to
ceplielize on the growth eppertunities evailable from
the emerging trend of outseurcing from Japen, the
growth opportunities erising from Chine's rapidly
expanding cellular phone market and the returning
growth in the globel celiuler phone markst, driven in
part by the exploding populerity of celluer phones with
digitel image capebiiities.

We will centinue buliding on our exsting strengths, which
will ellow us to grow our business in & strategically
focused menner, s we strive to reelize our mission to
become the world’s leeding China based contract
menufaciurer of hendheld communicetion/
computing devices and thelr key components.

On behelf of the Board of Directors,

Tt

Tedeo Murakami
Chealrmen
Mey 18, 2004
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Net Sales by Product Category

Years ended December 31
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Software development Transformers*

services 1% | 1% |
= |
Components assembly LCD consumer products LCD panels

2002 i

{
Software development  Transformers™ || [
services 1% | | ]

Components assembly LCD consumer products LCD panels

T

2001 I

Software development  Transformers®
services 1% [ |

Components assembly LCD consumer products LCD panels

* Transformer business was sold in June 2003
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We are an electronics manufacturing and design services
provider to OEMs of telecommunications and consumer
electronic products. Through our electronics manufacturing
services operations, we manufacture electronic components
and subassemblies, including LCD panels, LCD modules,
RF modules, FPC subassemblies and CMOS image sensor
modules. These components are used in numerous electronic
products, including cellular phones, laptop computers,
digital cameras, copiers, fax machines, electronic toys,
handheld video game devices and microwave ovens. We
also manufacture finished products, including celtular
phones, home entertainment devices, electronic dictionaries,
calculators and digital cameras and wireless headset

accessories for use with cellular phones.

We assist our OEM customers in the design and development
of their products and furnish full turnkey manufacturing
services that utilize advanced manufacturing processes
and production technologies. Our services include hard-
ware and software design, component purchasing, assembly
into finished products or electronic subassemblies and

post-assembly testing.

History

Founded in 1975 as an electronic products trading company,
in 1978 we shifted our focus to manufacturing of electronic
products. We have been manufacturing in China for 23
years, benefiting from its lower overhead costs, lower
material costs, competitive labor rates and a skill base
needed to provide increasingly complex manufacturing
services. During this period we have developed long term

relationships with many of the world’s leading consumer

BUSINESS OVERVIEW

electronic suppliers and customers including Epson Precision
(HK) Ltd., Sony Ericsson Mobile Communications AB,
Toshiba Matsushita Display Technology Co. Ltd and Texas

Instruments Incorporated.

Road Map to Achieve our Mission
Nam Tai's entire international management team is committed

to a few key strategies.

+ We will continue expanding capabilities in China, focusing
on the high quality, low cost manufacture of small form
factor consumer products. These products, and their key
components such as LCD modules, CMOS image sensor
modules, FPC subassemblies and RF modules, are easy
to ship globally, without regional manufacturing or
complex logistics.

* We focus on OEMs with whom we already have strong
relationships, particularly in Japan, United States, Europe, and
Korea and Chinag, regions with a significant opportunity for
future outsourcing growth.

+ Qur manufacturing processes apply advanced bonding
and other sophisticated technologies including Chip on
Glass, Chip on Film, and Chip on Board. Production using
these technologies typically requires Class Thousand
clean rooms. Some of the products may also require the
setting up of a special area inside the clean room called
a Class 100 “clean bench”. Relatively few competitors
have such capabilities in China based facilities and we
will continue investing in the leading edge technologies
to support the manufacture of tomorrow’s more complex

handheld electronic devices.
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Sales by Geographic Region

Years ended December 31

2003

Europe

China
(excluding
Hong Kong)

7% %
Japan North America Hong Korea Other
Kong

[ 2002 W
China Europe Japan North America Hong Kong Korea  Other
(excluding
Hong Kong)

\.

periods indicated.

-

r w\
China Europe Japan North America Hong Kong Korea Other
(excluding
Hong Kong)
\.
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Approximate percentages of net sales to customers by geographic area based upon location of product delivery are set forth above for the




Expanding Our 100% China Based High Tech
Manufacturing

All of our manufacturing and design operations are based in
Shenzhen, China, approximately 30 miles from Hong Kong.
The Company's principal manufacturing complex is one of
southern China's most advanced manufacturing facilities,
consisting of manufacturing plants with clean rooms,

administrative offices, employee dormitories, recreation
areas, and cafeteria space. Nam Tai's principal manufactoring
facilities have received 150 9001, and 1ISO 14001 cenrtification.

To sustain a competitive position Nam Tai continually invests
in leading edge technologies that offer increased component
packaging options, higher density circuit board designs, and

more complex assembly.

Capital Expenditures

To enhance our competitiveness and support our growth, the
Nam Tai group’s total capital expenditures in 2003 was
$17 million, and this figure will increase in 2004. We have
commenced construction of a $40 million new manufacturing
facility to add approximately 260,000 square feet adjacent
to Nam Tai's main manufacturing campus, It will also include
a 65,000 square feet clean room to house the Company’s
most sophisticated machinery and produce high-end
electronic components such as LCD modules, RF modules
and CMOS image sensor modules for cellular phones. Such
sophisticated machineries include, but are not limited to,
COF (chip on film), COG (chip on glass), and fine pitch
heat seal technology. Completion of the construction

is expected before the end of 2004 with production

BUSINESS OVERVIEW

expected to commence in the second quarter of 2005
which will allow for accelerated growth in 20058, We will
also invest $6.7 million for machinery for manufacturing
RF modules, $2.0 million for expansion of high resolution
color LCD module production capacity, $3.9 million for
FPC subassembly machinery and $6.5 million for an LCD

panel factory expansion.

Vertical Integration Yields Higher Gross Profit Margins
Many contract manufacturers are focused on final assembly
work and have to rely on other manufacturers or venders to
supply key components and modules. With our leading edge
technologies and clean room facilities, Nam Tai produces in-
house a full range of LCD modules, including advanced color
TFT LCD modules, RF Modules, and CMOS image sensor

modules —~key components for high value products such as
cellular phones and digital cameras. Furthermore, Nam Tai's
25% owned affiliate, JCT, is one of the few wireless solution
providers. Our vertical integration capabilities have enabled

Nam Tal to improve its profit margins to industry leading levels.

Vertical integration has also allowed Nam Tai to provide a
one-stop solution to its customers which reduces lead-
times, saves transportation costs, and increases quality for
its customers. For example, we recently purchased a new
flexible printed circuit (“FPC") subassembly line. With
the installation of this new FPC subassembly line, the
Company can produce FPC subassemblies to customers'
specifications in-house, providing a broader range of services

and reducing costs.
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Sales Breakdown

Our operations are organized in two segments.
Consumer Electronic Products segment is primarily
engaged in the manufacture and assembly of electronic
components, subassemblies and finished products for
OEMs of electronic and telecommunications products.
Within this segment we also provide software development
services to our OEM customers. The second segment
is LCD Panels and Transformers. The percentage of
our net sales by product category for the years ended
December 31, 2003, 2002 and 2001 were as stated

in the graph on page 14.

Acquisitions and Strategic Investments

An important element of our strategy is to make
investments in companies that provide the potential to
complement our existing products and services, become
new customers, augment our market coverage and sales
ability, enhance our technological capabilities and expand

our service offerings.

Some of our recent material strategic investments include:

AlphaStar/JCT Wireless

In January 2003 we invested $10 million for a 25% equity
interest in Alpha Star Investments Ltd, the ultimate parent
of JCT. JCT is engaged in the design, development
and marketing of wireless communication terminals and

wireless application software.

TCL Group
Nam Tai holds two TCL Group investments; (i) 95.52
million promoter’s shares representing a 3.69% equity

interest in TCL Corporation, a Shenzhen Stock Exchange

listed company. TCL Corporation has extensive sales
and distribution channels in China. Its business includes
the import and export of raw materials, the design,
manufacturing, and sales and marketing of telephones,
VCD players, color television sets, cellular phones and
other consumer electronic products; and (i) a 3% interest
in TCL Corporation’s mobile phone subsidiary, Huizhou
TCL Mobile Communication Co., Ltd.

Stepmind

In December 2003 we entered into a contract to acquire
a total 11.33% equity interest in Stepmind. A fabless
solutions and components supplier developing applications
which require high performance and secured data links,
Stepmind designs integrated circuits in the field of RF
transceivers and baseband according to the GSM/
GPRS/EDGE, IEEE 802.11a/b/g and HiperLANS
standards. Stepmind also plans to market a WLAN

complete solution.

Industry Direction

There are a number of trends working in Nam Tai's
advantage including the growth of the domestic China
market, increasing outsourcing from Japan, and increasing
popularity of digital camera cellular phones. It is
forecasted that from 2002 to 2007 China will have
an annual growth rate of 26.6% in its electronics
manufacturing services market, far surpassing the
Global and Asian markets. Some of this growth is driven
by its success in the cellular phone market. China is now
producing 35% of the world's mobile phones. At the same
time, about half the world’s phones are still manufactured

in high labor cost regions, meaning, there is potential for
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more outsourcing. Finally, added features such as digital
cameras in cellular phones seem to be re-energizing the
growth of the cellular phone market. Camera handsets
shipments are predicted to increase from 14 million units in
2002 to 99 million units in 2007 a CAGR of 479%. It is
predicted that by 2007 more than 50% of global handsets

will have a camera in them, up from 5% in 2002.

No Stopping Ahead

With our state-of-the-art manufacturing facilities 100%
based in low cost China, strong long term relationships
with respected customers, suppliers and important
government officials, access to capital through our listings

on the New York Stock Exchange, and an experienced

multinational management team committed to a well
defined long term strategic goal, we are well positioned
to achieve our vision of becoming the world's leading
China based contract manufacturer of sophisticated
handheld communication/computing devices and their

key components.

L
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Except for statements of historical facts, this section and
other sections of this report contain forward-looking
statements involving risks and uncertainties. You can
identify these statements by forward-looking words
including “expect’ “anticipate’” ‘believe, "seek,' “estimate;
“intends,” “should, or *may.” Forward-looking statements
are not guarantees of our future performance or results
and our actual results could differ materially from those
anticipated in these forward-looking statements as a
result of certain factors, including those set forth in the
Company’s Form 20-F under the section Item 3. Key
Information — “Risk Factors! This section contains
excerpts from the Operating and Financial Review
Section of the Company's 2003 Annual Report on
Form 20-F and should be read in conjunction with

the Company's Consolidated Financial Statements.

Operating Results
‘Year ended December 31, 2003 Compared to Year ended
December 31, 2002

Net Sales

Our net sales increased significantly by 72.2% to
$406.3 million for 2003 compared to $236.0 million

for 2002, Sales in the Consumer Electronics Products, or
CER, segment increased by 81.8% to $365.0 million for
2003 compared to $200.8 million for 2002, The increase
was primarily attributable to sales of the component
assembly products of approximately $236.8 million in
2003 compared to $103.6 million in 2002, an increase
of $133.2 million.

This increase was mainly as a result of an increase in sales

of telecom [LCD and PCB modules and the launch of new

products in 2003 like RF modules, SKD handset, Front
Light Panel Assembly, and flash light for cellular phones.
In addition, we also experienced increased sales in the
LCD consumer products segment. Sales of LCD consumer
products amounted to approximately $124.1 million in
2003 compared to $94.2 million in 2002, an increase
of $29.9 million. This increase was mainly driven by the

PC camera, which was first launched in 2003.

Sales in the LCD panels and transformers, or LPT, segment
increased by 17.2% to $41.3 million for 2003 compared
to $35.3 million for 2002. The primary reason for the
increase in sales was the increase in the sdles of LCD
panels of approximately $35.0 million for 2003 compared
to $23.9 million for 2002, which was partially offset by
a decrease in the sales of transformers due to the disposal

of the transformers operation in June 2003.

Gross Profit

Our gross profit increased by 74.2% to $66.3 million for
2003 compared to $38.1 million for 2002. Our gross
profit margin also increased slightly in 2003 to 16.3%
from 16.1% in 2002.

Gross profit in the CEP segment increased 78.8% to
$59.6 million, or 16.3% of net sales, for 2003 compared
to $33.3 million, or 16.6% of net sales, for 2002, The
primary reason for this increase was the increase in
sales as described above in explanation of fluctuation of
“Net Sales” We were also able to keep our product gross
margin relatively stable in 2003. The increase in gross
profit margin was offset by the gain of a $2.0 million
due to recovery of inventory written down to cost of

sales in 2002. In addition to these specific factors, our




OPERATING AND FINANCIAL
REVIEW AND PROSPECTS

gross profit margin increased in 2003 due to our ability to $14.9 million, or 74% of net sales, for 2002, This increase was
negotiate advantageous price terms with certain of our primarily due to an approximately $4.9 million increase in
suppliers and our focus on reducing overhead costs. salaries and benefits expenses, due to an increase in headcount,

an approximately 10% increase in salary for certain employees
Gross profit in the LPT segment increased 41.9% to

$6.7 million, or 16.3% of net sales, for 2003 compared to
$4.8 million, or 13.5% of net sales, for 2003. This increase

in gross profit in the LPT segment was as a result of

and $3.7 million incentive bonus due to the implementation
of a new incentive bonus scheme in January 2003, which
was calculated based on operating profit, as well as a $0.8
million increase in selling expenses, which was primarily due

increases in sales proportion of high margin products and o . ,
: to more sales commission paid as sales increased.

the disposal of the transformers operation in June 2003.

The impact of the discontinued operations of transformers SG&A expenses in our LPT segment also increased in
on gross profit contribution was insignificant as the margin 2003 to $4.0 million, or 9.5% of net sales, from $3.0
of transformers products was low. million, or 8.6% of net sales, in 2002. The increase in

SG&A expenses in our LPT segment in 2003 was primarily

Selling, General and Administrative Expenses related to salaries and benefits expenses as a result of the
SG&A expenses for 2003 increased approximately implementation of a new incentive bonus program scheme
$6.9 million to $24.9 million, or 6.1% of net sales, from in January 2003 and hence $0.2 million in incentive

$18.0 million, or 7.6% of net sales, in 2002. bonuses incurred during 2003 and general expenses due

SG&A expenses in the CEP segment increased 39.9% to o an increase in business activities.

$20.9 million, or 5.7% of net sales, for 2003 compared to
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Our SG&A expenses include provisions for bad debt
expenses, which decreased from $138,000 in 2002 to
$91,000 in 2008. On a segment basis, the provision
for bad debt expenses decreased in the CEP segment
from $89,000 in 2002 to zero in 2003 and increased in
the LPT segment from $49,000 in 2002 to $91,000 in
2003. For the CEP segment, the decrease in allowance
has been attributable to the implementation of tighter
credit controls. For the LPT segment, the increase in the
allowance was due to the increase in accounts receivable
and a resulting increase in our general provision due to

a delay in payment from some customers.

Research and Development Expenses

Research and development expenses for 2003 increased
t0 $4.0 million, or 1.0% of net sales, from $2.7 million, or
1.1% of net sales, in 2002. On a segment basis, research
and development expenses increased in the CEP
segment by $1,385,000, or 64.1%, due to an increase
in staff related to the expansion of our production

capacity and the products we manufacture.

Goodwill Impairment

In 2002, we determined that $339,000 of unamortized
goodwill related to our 1999 acquisition of a telecommu-
nications company was impaired as the technology of

the acquired company had become obsolete.

Income from Operations

Income from operations increased by approximately
$20.3 million to $37.4 million, or 9.9% of net sales, for
2003 compared to $171 million, or 7.2% of net sales, for
2002. On a segment basis, the operating income of our

CEP segment increased $19.2 million to $35.1 million, or

9.6% of net sales, in 2003 compared to $15.9 million,
or 79% of net sales, in 2002. The operating income of
our LPT segment increased $1.1 million to $2.3 million,
or 5.5% of net sales, for 2003 compared to $1.2 million,
or 3.4% of net sales, in 2002, This increase in operating
income is attributable to the increase in gross profit

described above.

Equity in Income of Affiliated Companies

Equity in income of affiliated companies was $0.5 million
in 2003 compared to $10.7 million in 2002. The income
in 2008 represents our share of the net earnings of our
proportional 25% investment in Alpha Star Investments
Limited for the twelve months ended December 31, 2003.
The income in 2002 represents our proportional share

of the net earnings of our 25% investment in Mate Fair.

Other Income/(Expense), Net

Other income, net, during the year ended December 31,
2003 was $5.5 million. This amount included dividend
income of $2.0 million from our indirect investment in
Huizhou TCL Mobile Communication Co., Ltd, dividend
income of $1.7 million from TCL Corporation, $1.8 million
of gain on partial disposal of interest in our JI.C. Group
and income of $0.5 million related to the recovery of a
non-trade receivable which had been written off previously.
This income was partially offset by a $0.3 million bank
charge during 2003.

Interest Expense

Interest expense decreased to $121,000 for 2003
compared to $790,000 for 2002. The decrease in
interest expenses is the result of the early repayment
of a $12.9 million bank loan in January 2003.
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Income Taxes

Income tax expenses decreased to $399,000 for 2003
compared to $773,000 for the prior year. The decrease is
primarily the result of our receipt of tax refunds for several of

our PRC entities for taxes paid in previous years.

Minority Interest

Minority interest increased $903,000, or 550.6%, to
$1,067000 in 2003 from $164,000 in 2002. Minority
interest in 2003 included $211,000 from the minority
shareholders' share of profits of JIC Group for the year
ended December 31, 2003, $560,000 from the minority
shareholders' share of profits of Mate Fair for the year
ended December 31, 2003, and $296,000 from the
mincrity shareholders’ share of profits of Namtek
Software Development Company Ltd. for the year
ended December 31, 2003.

Discontinued Operation
Discontinued operation in 2003 represents $2.0 million
gain on disposal of our entire transformers operation, net

of $0.1 million shared by minority interest.

Net Income

Net income increased by $23.8 million, or 118.8%, o
$43.8 million or 10.8% of net sales, for 2003 compared to
$20.0 million, or 8.5% of net sales, for 2002. Net income of
$43.8 million for 2003 represents $41.8 million income from
normal operation, and $2.0 million income from discontinued
operation. Diluted earnings per share for 2003 of $1.07
($1.09 basic) was contributed by $1.02 ($1.04 basic) from
normal operations, and $0.05 ($0.05 basic) from discontinued

operation. This resulted in diluted earnings per share for

REVIEW AND PROSPECTS

2003 of $1.07 ($1.09 basic) compared to $0.57 ($0.57

basic) for 2002. Net income for the CEP segment increased
103.3% to $41.1 million for 2003 compared to $20.2 million
for 2002. The increase in CEP's net income is the result of
higher sales, higher gross profit margin, and the increase in
other income, which was offset by the decrease in equity in
income from affiliated companies and increased general

and administrative expenses described above. Net income

for the LPT segment increased by $2.9 million, or 1513.6%,
to a income of $2.7 million in 2003 compared to net loss of
$191,000 for 2002. The increase in the LPT segment's net
income is the result of the $2.0 million gain from the disposal
of the transformers operation, net of $0.1 million shared by

minority interest, in June 2003, increase in sales and higher

gross profit margin.

Liquidity and Capital Resources

Liquidity

We have financed our growth and cash needs to date
primarily from internally generated funds, proceeds from the
sale of our strategic investments, sales of our stock and
bank debt. We do not use off-balance sheet financing
arrangements, such as securitization of receivables or
obtaining access to assets through special purpose entities,
as sources of liquidity. Our primary uses of cash have been
to fund expansions and upgrades of our manufacturing
facilities, to make strategic investments in potential
customers and suppliers and to fund increases in inventory

and accounts receivable resulting from increased sales.

We had positive net working capital of $96.8 million at
December 31, 2003 compared to positive net working
capital of $87.4 million at December 31, 2002. We

|
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believe that our cash flows from operations, our current
cash balance and funds available under our working

capital and credit facilities will be sufficient to meet our
working capital needs and planned capital expenditures

for the next 12 months.

Net cash provided by operating activities was

$41.2 million in 2003. Cash provided by operating
activities in 2003 was primarily attributable to net income
of $43.8 million plus depreciation and amortization
expense of $12.3 million, offset by the gain on disposal
of a transformers operation, net of minority interests of
$2.0 million and gain on the partial disposal of our JIC
Group for $1.8 million. Our working capital related to
operating activities net of the effect of the disposal

of a subsidiary decreased, driven by an increase of
$11.1 million in accounts receivables, $6.1 million in other
receivables and prepaid expenses, $2.7 million in the
amount due from a related party and $8.5 million in
inventories, which was offset by increases in accounts
payable of $18.0 million, and other payables and accrued

expenses of $1.2 million.

Our inventories increased in 2003 as a result of our
anticipation of increases in sales. Accounts receivable
increased due to an increase in sales in the fourth quarter
relative to sales in the prior year period. The increase in
prepaid expenses and other receivables was mainly due
to a $3.1 million increase in deposits for the acquisition
of property, plant and eguipment related to our business
operation. Accounts payable increased due to increased
inventory purchases. Accrued expenses increased due

to the provision of an incentive bonus in this year.

Net cash provided by operating activities was

$39.5 million in 2002. Cash provided by operating
activities in 2002 was primarily aftributable to net income
of $20.0 million plus depreciation and amortization
expense of $10.6 million, dividend income from affiliated
companies of $10.5 million and the non-cash loss on the
reverse merger transaction related to our JIC Group of
$2.7 million, non-cash equity in income of affiliated
companies of $10.7 million, release of unamortized
goodwill of affiliated companies of $520,000, realized
gain on marketable securities of $642,000 and non-cash
shares redemption and dividend withheld in settlement
of a receivable of $3.5 million. Our working capital
related to operating activities net of the eifect of the
disposal of a subsidiary also decreased, driven by an
increase of $17.0 million in accounts payable and
accrued expenses and $10.1 million of proceeds from
marketable securities, offset by increases in accounts

receivable of $8.5 million and inventory of $7.6 million.

Our inventory increased in 2002 as a result of our
anticipation of increases in sales. Accounts receivable
increased due to increased sales in the fourth quarter
relative to sales in the prior year period. The increase in
accrued expenses was primarily related to a $5.2 million
provision for legal contingencies. Accounts payable
increased due to support for higher inventory levels.
The proceeds from marketable securities relates to
the disposal of our holdings in Deswell Industries, Inc.
during 2002.

Net cash used in investing activities was $18.6 million in
2003. Cash used in investing activities primarily related

to our $10.0 million and $0.4 million strategic investments
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in Alpha Star Investments Limited and iMagic Infomedia
Technology Limited, respectively, and $5.3 million prepayment
for long term investment in Stepmind, as well as capital
expenditures of $171 million, offset by $2.6 million proceeds
on disposal of property, plant and equipment, $2.4 million
proceeds on disposal of transformers operation to a third
party, $4.0 million proceeds on partial disposal of our JIC
Group, and $5.0 million proceeds on disposal of convertible

notes of TCL international Holdings Ltd.

Net cash used in investing activities was $33.8 million in
2002. Cash used in investing activities primarily related to
our $12.0 million strategic investment in TCL. Corporation
and $5.1 million in convertible notes of TCL International
Holdings Ltd, as well as capital expenditures of $18.5 million,
offset by proceeds of $1.7 million related to the disposal of
our joint venture interest in BPC. Our capital expenditures
in 2002 included a $12.3 miliion new STN LCD panel
production line and $4.0 million for completion of the new

factory expansion.

In the past three years, we have invested significant amounts
of cash to expand our manufacturing capacity and to upgrade
our equipment to produce increasingly complex products.
We believe that we will continue to make significant cash
investments in the future to broaden our manufacturing
capabilities and increase our capacity. In this regard, we
intend to spend approximately $40.0 million to construct and
equip another factory consisting of approximately 260,000
square feet on land adjacent to our principal manufacturing
facilities in Shenzhen, China, of which $1.2 million has already
been spent in 2003,

REVIEW AND PROSPECTS

Net cash used in financing activities was $43.3 million in

2003. Cash used in financing activities for 2003 primarily
resulted from $37.8 million paid to shareholders as dividends
and $14.0 million bank loans repayment offset by $8.5 million

received from the exercise of options.

Net cash provided by financing activities was $18.1 million
for 2002. Cash provided by financing activities for 2002
primarily resulted from net proceeds of $36.5 million
received from the exercise of options and warrants and
$4.5 million received from a four-year variable rate term
loan, offset by $16.7 million paid to shareholders as dividends,
$2.7 million for the repayment of bank loans and $3.5 million
for the repurchase of our common shares pursuant to our

share buy-back program.

Except as discussed ahove, there are no material transactions,
arrangements and relationships with unconsolidated

affiliated entities that are reasonably likely to affect liquidity.

For the years ended December 31, 2002 and 2003,
the Company has made guarantees for debt, loans and
credit facilities held by various wholly owned subsidiaries
aggregating to a maximum guarantee of $62,616,000 and
$49,756,000, respectively. The terms of the guarantees
correspond with the terms of the underlying debt, loan and

credit facility agreements.

Capital Resources

In July 2003, we filed a registration statement on Form F-3
with the Securities and Exchange Commission relating to a
proposed offering of 9,000,000 common shares, of which

6,000,000 common shares were to be offered by us and

)
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3,000,000 common shares were to be offered by selling
shareholders. We intended to use a portion of the net
proceeds to construct and equip a new factory of
approximately 250,000 square feet adjacent to our
principal manufacturing facilities in Shenzhen, China. We
intended to use the balance of the net proceeds for

working capital and other general corporate purposes.

In September 2003, we withdrew the registration
statement. Despite our capital expenditures proceeding
as scheduled, we believe that our cash on hand, future
cash generated from operation, together with other income
and outstanding banking facilities, should be sufficient

for both our long term and short-term capital needs.

As of December 31, 2003, we had $61.8 million in cash
and cash equivalents, consisting of cash and short-term
deposits, compared to $82.5 million at December 31,
2002, Our short-term debt was $3.0 million and
$15.0 million at December 31, 2003 and December 31,
2002, respectively.

At December 31, 2003, we had in place general banking
facilities with two financial institutions aggregating
$62.3 million. The maturity of these facilities is generally
up to 90 days. These banking facilities are guaranteed
by us and there is an undertaking not to pledge any
assets to any other banks without the prior consent of
our bankers. However, these covenants do not have any
impact on our ability to undertake additional debt or
equity financing. Interest rates are generally based on
the banks’ reference lending rates. Our facilities permit
us to obtain overdrafts, lines of credit for forward

exchange contracts, letters of credit, import facilities,

trust receipt financing, shipping guarantees and working
capital. No significant commitment fees are required to be
paid for the banking facilities. These facilities are subject
to annual review and approval. As of December 31, 2003,
we had utilized approximately $8.3 million under such
general credit facilities and had available unused credit
facilities of $54.0 million.

We had a seven-year term loan in October 2001 totaling
$15.0 million at a fixed interest rate of 5.05% in the
first four years and at a rate of 1% over the Singapore
Interbank Money Market Offer Rate for the following
three years. The loan was secured by a property with net
book value of $11.4 million. At December 31, 2002, the
bank loan had an outstanding balance of $12,860,000.
On January 3, 2003, we repaid the entire outstanding
balance due to the bank, resulting in a finance charge
on early repayment of $610,000, which was expensed
in 2002.

As of December 31, 2003, we had bank borrowing of
$2.8 million, including the current portion of $1.1 million,
compared to bank borrowing of $16.8 million, including
the current portion of $14.0 million at December 31, 2002.

Our bank borrowing as of December 31, 2003 represents
unsecured long term bank borrowing of $4.5 million that
we obtained in May 2002. This bank borrowing has a
term of four years and bears interest of 1.5% over
three-month LIBOR (with a cap at 7.5%), with principal
repayments of $281,260 due on a quarterly basis.
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A summary of our contractual obligations and commercial

commitments as of December 31, 2003 is as follows:

REVIEW AND PROSPECTS

Payments due by pericd

2009 and
Contractual obligation Total 2004 2005 2006 2007 2008 thereafter
Long-term bank borrowing  $ 2,813,000 |$ 1,125000 |$ 1,125,000 |$ 563000 |$ - % - 3% -
Operating leases 8,885,000 1,045,000 1,037000 988,000 1,070,000 1,087000 3,658,000
Capital expenditures 34,161,000 34,161,000 - - - -~ -
Purchase obligations 54,543,000 54,643,000 - - - ~ -
Total $ 100402000 |$ 90,874,000 |$ 2,162,000 | $ 1,551,000 |$ 1,070,000 |$ 1087000 {$ 3,658,000

There are no material restrictions (including foreign exchange
controls) on the ability of our non-China subsidiaries to
transfer funds to us in the form of cash dividends, loans,
advances or product or material purchases. With respect to
our China subsidiaries, with the exception of a requirement
that 10% of profits be reserved for future developments,
there are no restrictions on the payment of dividends and
the removal of dividends from China once all taxes are paid
and assessed and losses, if any, from previous years have
been made good. In the event that dividends are paid by
our China subsidiaries, such dividends will reduce the
amount of reinvested profits and accordingly the refund of
taxes paid will be reduced to the extent of tax applicable to

profits not reinvested.

Impact of Inflation

Inflation and deflation in China and Hong Kong has not had a
material effect on our past business. During times of inflation,
we have generally been able to increase the price of its

products in order to keep pace with inflation.

Exchange Controls

There are no exchange control restrictions on payments of
dividends, interest, or other payments to nonresident holders
of our securities or on the conduct of our operations in
Hong Kong and Macao, where the offices of some of our
subsidiaries are located, or in the British Virgin lslands,
where we are incorporated. Other jurisdictions in which we
conduct operations may have various exchange controls.
With respect to our China subsidiaries, with the exception
of a requirement that 10% of profits be reserved for future
developments, there are no restrictions on the payment of
dividends and the removal of dividends from China once all
taxes are paid and assessed and losses, if any, from previous
years have been made good. We believe such restrictions

will not have a material effect on our liquidity or cash flows.
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Five-Year Financial Summary

Year ended December 31,

(In thousands except per share data) 1999 2000 2001 2002 2003
Consolidated statements of income data:
Total net sales $ 145054 $ 213688 $ 234,006 $ 236016 $ 406308
Gross profit 24,980 31,692 30,032 38,060 66,280
income from cperations 8,291 10,457 5,104 17,052 37,387
Net income $ 11,798 $ 24,001 $ Q045 $ 20023 $ 43802
Earnings per share:

Basic $ 038 3 0.80 $ 027 $ 0.57 $ 1.08

Diluted $ 038 3 0.78 $ 026 $ 0.57 3 1.07
Weighted average shares:

Basic 30,783 30077 33,905 34885 40,336

Diluted 31075 30938 34,298 35430 40839
Consolidated balance sheet data:
Cash and cash equivalents $ 54215 $ 58896 $ 58876 $ 82477 3 61827
Working capital 61,265 89,568 83,982 87,408 96,801
Property, plant and equipment, net 44,717 44599 70414 75914 77,647
Total assets 168,747 208370 224573 275,086 297,695
Short-term debt, including current

portion of long-term debt 6,949 1523 3,687 14970 3004
Long-term debt, less current portion - - 12,860 2812 1,688
Total debt 6,949 1,623 16,547 17,782 4,692
Shareholders’ equity 125,568 162,364 169,351 202,128 217118

Responsibility of Management

The management of Nam Tai is responsible for the preparation of the accompanying consolidated financial statements and all related

financial data contained in this annual report.

The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States

and necessarily include amounts which represent the best estimates and judgements of management.

The Company has developed and maintains a system of internal accounting control designed to provide reasonable assurance that assets

are safeguarded and that transactions are executed in accordance with management’s authorization.

The consolidated financial statements have been examined by the Company's auditors, Deloitte Touche Tohmatsu, who was appointed by the
Board of Directors. Their auditors’ report is contained herein. It outlines-the scope of their examination and their opinion on the consolidated

financial statements.

Nam Tai has established an Audit Committee whose primary duties consist of reviewing, acting on and reporting to the Board of Directors
with respect to various auditing and accounting matters, including the selection of auditors, the scope of the annual audits and the fees

to be paid to the auditors and the performance of the independent auditors and accounting practices. The Audit Committee currently
consists of three independent non-executive directors who were elected by the full Board of Directors. The Audit Committee, at least on
a quarterly basis, reviews the financial statements and matters relating to the audit and has full access to management and the Company's

internal and external auditors in this regard. The Company's auditors have full and free access to the Audit Committee.
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Independent Auditors’ Report
To the Shareholders and the Board of Directors of Nam Tai Electronics, Inc.:

We have audited the accompanying consolidated balance sheets of Nam Tai Electronics, Inc. and subsidiaries as of
December 31, 2002 and 2003, and the related consclidated statements of income, shareholders’ equity and cash flows for
each of the three years in the period ended December 31, 2003. These financial statements are the responsibility of the

Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reascnable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, such consclidated financial statements referred to above present fairly, in all material respects, the financial
position of Nam Tai Electronics, Inc. and subsidiaries at December 31, 2002 and 2003, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2003 in conformity with accounting principles

generally accepted in the United States of America.

As discussed in note 2(f) to the consolidated financial statements, in 2002, the Company changed its method of accounting of

goodwill and other intangibles.

Dozo:é{!c. Towcde “Toluortsn—

DELOITTE TOUCHE TOHMATSU

Hong Kong
March 5, 2004




Consolidated Statements of Income

(In thousands of US dollars, except per share data)

FINANCIALS

Year ended December 31, 2001 2002 2003
Net sales — third parties $ 2129034 $ 228,167 $ 385524
Net sales - related party 21,072 7849 20,782
Total net sales 234,006 236016 406,306
Cost of sales 203974 197956 340016
Gross profit 30,032 38,060 66,290
Selling, general and administrative expenses 21874 17,983 24,866
Research and development expenses 2,964 2686 4037
Impairment of goodwill - 339 -
Total operating expenses 24,928 21008 28,903
Income from operations 5104 17,0562 37,387
Equity in income of affiliated companies 1,867 10,741 498
Other income (expenses), net 2,709 (6,043) 5525
Interest expense (178) (790) (121
Income before income taxes and mincrity interests 8,502 20,960 43289
Income taxes expense, net (227) (773) (329)
Income before minority interests 9,275 20,187 42830
Minority interests (230 (164) (1,087)
Income after minority interests 9,045 20023 41,823
Discontinued operation - -~ 1979
Net income $ 9045 $ 20,023 $ 43802
Basic earnings per share $ 027 $ 057 | $ 1.09
Diluted earnings per share $ 026 $ 057 $ 107

See accompanying notes to consolidated financial statements.
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Consolidated Balance Sheets

(In thousands of US dollars, except share data)

December 31, 2002 2003
Assetls
Current assets:
Cash and cash equivalents $ 82477 $ 61827
Accounts receivable, less allowance for doubtful accounts of

$122 and $119 at December 31, 2002 and 2003, respectively 50844 62,090 .
Amount due from a related party - 2,707
Inventories 19,200 27032
Prepaid expenses and other receivables 1,867 13,126
Income taxes recoverable 8b5 4922
Total current assets 155,343 171,704
Investment in an affiliated company - S,856
Investments, at cost 15,982 16,366
Convertible notes 5128 -
Property, plant and equipment, net 75814 77,647
Goodwill 21,308 20,137
Intangible assets - 551
Other assets 1,411 1,435
Total assets $ 275,086 $ 297685
Liabilities and Shareholders’ Equity
Current liabilities: .
Notes payable $ 985 | $ 1879
Long term bank loans — current portion 13,985 1,125
Accounts payable 38714 55,674
Accrued expenses and other payables 12,609 13633
Dividend payable 1,442 2062
Income taxes payable 200 530
Total current liabilities 67,935 74,903
Deferred income taxes 112 78
Long term bank loans — non-current portion 2812 1,688
Total liabilities 70,859 76,669
Minority interests 2,099 3908
Commitments and contingencies - -
Shareholders’ equity:
Common shares (2003: $0.01 par value — authorized 200000000 shares) 360 412
Additional paid-in capital 147,754 206,845
Retained earnings 54016 0,863
Accumulated other comprehensive loss 2) )
Total shareholders’ equity 202,128 217118
Total liabilities and shareholders’ equity $ 275086 $ 297,695

See accompanying notes io consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

(In thousands of US doflars, except share and per share data)

Accumulated

Common Common Additional Other Total
Shares Shares Paid-in Retained Comprehensive | Shareholders’
Outstanding Amount Capital Earnings Income (loss) Equity
Balance at January 1, 2001 30641520 | & 306 | $ 106936 | $ 66127 | $ By $ 162364
Share buy-back program (683,700) 6) - (3347) - (3353)
Shares issued on exercise
of advisors' warrants 900,000 9 3066 - - 3075
Shares issued on exercise
of options 348000 3 1,229 - — 1,232
Advisors' warrants - - 263 - - 263
Issue of options (note 12(b)) - - 839 - - 839
Comprehensive income:
Net income - - - 8,045 -~ 9,045
Foreign currency transiation - - - - 20 20
Cash dividends ($0.13 per share) - - - (4,134) - (4,134)
Balance at December 31, 2001 31,205,820 312 111,333 57691 15 168,351
Share buy-back program (692,800) ®) - (3522) - (3528)
Share redemption (509,181) (5) - (3,120) - (3,125)
Shares issued on exercise of
public warrants 4,381,965 44 29,7563 - - 29,797
Shares issued on exercise
of options 1,673200 15 6,658 ~ - 6,673
Advisors' options (note 12(b)) - - 10 - ~ 10
Comprehensive income:
Net income - - — 20,023 - 20023
Foreign currency translation - - - - a7 (17
Cash dividends ($0.49 per share,
including special dividend of
$0.33 per share) - - - (17056) - (17,0566)
Balance at December 31, 2002 36,069,004 360 147,754 54016 (2) 202,128
Shares issued on exercise
ot options 1,425,600 14 8494 - - 8508
Issue of stock dividend 3,746,663 38 50,333 (50371) - -
Compensation expense
(note 3(b)(iv) - - 264 - ~ 264
Comprehensive income:
Net income - - - 43802 - 43802
Cash dividends ($1.00 per share,
including special dividend of
$0.80 per share) — - — (37,584) - (37584) |
Balance at December 31, 2003 41231272 412 206,845 9,863 © 217,118

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

(In thousands of US dollars)

Year ended December 31, 2001 2002 2003
Cash flows from operating activities:
Net income $ 9045 $ 20023 43802
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of property, plant and equipment 9136 10397 12172
Amortization of goodwill and intangible assets 2035 222 Q2
Loss (gain) on disposal of property, plant and equipment 378 977 6)
Loss on disposal of other assets ~ 21 -
Loss on disposal of convertible notes - -~ 102
Unrealized gain on marketable securities — trading (1,568) - -
Realized gain on marketable securities — trading - (642) -
Impairment of goodwill - business acquired from

Micro Business Systems Industries Company Limited (*MBS”) - 339 -
Release of unamortized goodwill of an affiliated

company — Mate Fair Group Limited (‘Mate Fair”) - 520 -
Gain on disposal of a subsidiary and related intangible

assets — BPC (Shenzhen) Co, Ltd. (‘BPC") - (77) -
Gain on disposal of a subsidiary -

Jieyao Electronics (Shenzhen) Co, Ltd. (‘Jieyao”) — - (1879)
Gain on partial disposal of a subsidiary —

J.LC. Technology Company Limited (JIC Technology”) - - (1,838)
Loss on reverse merger of subsidiaries —~

JL.C. Group (BVI) Limited and its subsidiaries (‘J.L.C. Group”) - 2,655 -~
Compensation cost on partial disposal of a subsidiary -

Namtek Software Development Company Limited (“Namtek Software”) - - 509
Amortization of advisors’ warrants and options 263 10 -
Staff option costs 839 - -
Share redemption and dividend withheld in settlement

of a receivable — Tele-Ar, Inc. (“Tele-Art") - (3519) -~
Equity in income of affiliated companies less dividend received (1,867) (285) (488)
Deferred income taxes 117 (39) 34)
Minority interests 230 164 1,067
Changes in current assets and liabilities (net of effects of acquisitions and disposals):

Proceeds from marketable securities ~ trading - 10,147 -
increase in accounts receivable (4,378) (8531) (11,146)
Increase in amount due from a related party - - (2,707)
Decrease (Increase) in inventories 15,302 (7,625) (8554)
(Increase) Decrease in prepaid expenses and other receivables (620) 496 (6,130)
Decrease (Increase) in income taxes recoverable 689 498 (4,067)
Increase (Decrease) in notes payable 48 (562) 894
(Decrease) Increase in accounts payable (4,959) 10816 17971
(Decrease) Increase in accrued expenses and other payables (1,110) 6,151 1,189
(Decrease) Increase in income taxes payable (354) 112 330
Increase (Decrease) in amount due to a related party 2 (2,766) -
Total adjustments 14,190 10,479 (2,633)
Net cash provided by operating activities 23,235 ] 39,602 , 41,169
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Consolidated Statements of Cash Flows (continued)

(In thousands of US dollars)
Year ended December 371, 2001 2002 2003

Cash flows from investing activities:

Purchase of property, plant and equipment ~ third parties (35963) (18,485) (17,053)
Purchase of property, plant and equipment ~ related party (50) - -
Prepayment for long term investment - - (5277)
Increase in other assets (38) (25) (24)
Acquisition of an affiliated company -
Alpha Star Investments Limited ("Alpha Star”) - - (10000)
Acquisition of long term investments —
TCL Corporation/ iMagic Infomedia Technology Limited ~ (11,968) (384)
(Acquisition) proceeds from disposal of convertible notes -
TCL International Holdings Limited -~ (5,128) 5026
Acquisition of additional shares in subsidiaries,
net of cash acquired - J.I.C. Group and Mate Fair (85) (436) -
Proceeds from partial disposal of subsidiaries ~
JIC Technology and Namtek Software - - 4,165
Proceeds from disposal of property, plant and equipment 698 628 2595
Proceeds from disposal of a subsidiary, net of cash disposal of - Jieyao - - 2,386
Proceeds from disposal of a subsidiary and retated
intangible assets, net of cash disposal of - BPC ) — 1,654 -
Net cash used in investing activities (35,438) (33,760) (18,566)
Cash flows from financing activities: .
Cash dividends paid (3,947) (16,654) 37,777)
Share buy-back program (3353) (3528) -
Repayment of bank loans - (2,703) (13984)
Repayment of short term debt (24) - =
Proceeds from bank loans 15000 4500 -
Proceeds from shares issued on exercise of options and warrants 4307 36,470 8508
Net cash provided by (used in) financing activities 11,983 18085 (43253)
Effect of foreign currencies on cash flows - (26) -
Net (decrease) increase in cash and cash equivalents (220) 23801 (20650)
Cash and cash equivalents at beginning of year 58,896 68,676 82477
Cash and cash equivalents at end of year $ B8676 $ 82477 $ 61,827
Supplemental schedule of cash flow information:
Interest paid 3 178 | $ 790 | % 121
Income taxes (received) paid, net $ (249 | 3 227 1 $ 4183
Non-cash financing transactions: :
Share redemption and dividend withheld in settlement of a receivable - Tele-Art $ - $ 3519 $ -

See accompanying notes to consolidated financial statements.
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Notes to Consoclidated Financial Statements

(In thousands of US dollars, except share and per share data)

1.

(a)

(b)

(c)

Company information

Nam Tai Electronics, Inc. and subsidiaries (the ‘Company” or “Nam Tai") is an electronics manufacturing and design services
provider to a selected group of the world's leading original equipment manufacturers, or OEMs, of telecommunication and
consumer electronic products. The Company's largest customers include Epson Precision (HK) Ltd., Sony Ericsson Mobile
Communications AB and Toshiba Matsushita Display Technology Co. Ltd. Through its electronics manufacturing services, or
EMS, operations, the Company manufactures electronic components and subassemblies, inciuding liquid crystal display, or
LCD, panels, transformers, LCD modules, radio frequency, or RF, modules, flexible printed circuit assemblies and image
sensors. These components are used in numerous electronic products, including cellular phones, laptop computers, digital
cameras, copiers, fax machines, electronic toys, handheld video game devices and microwave ovens. The Company also
manufactures finished products, including cellular phones, palm-sized PCs, personal digital assistants, electronic dictionaries,
calculators and digital camera accessories for use with cellular phones.

The Company was founded in 1975 and moved its manufacturing facilities to the People’s Republic of China (the *PRC”) in
1980 to take advantage of lower overhead costs, lower material costs and competitive labor rates available and subsequently
relocated to Shenzhen, PRC in order to capitalize on opportunities offered in Southern China. The Company was reincorporated
as a limited liability International Business Company under the laws of the British Virgin Islands (‘BVI") in August 1987 The
Company’s principal manufacturing and design operations are based in Shenzhen, PRC, approximately 30 miles from the
Hong Kong Special Administrative Region (“Hong Kong"). Its PRC headquarters are located in the Macao Special Administrative
Region (“Macao”). Some of the subsidiaries’ offices are located in Hong Kong, which provides it access to Hong Kong's
infrastructure of communication and banking and facilitates management of its PRC operations and transportation of its
products out of PRC through the port of Hong Kong.

The Company operates in two segments: consumer electronic products (‘CEP”) and LCD panels and transformers (*LPT").
Through the disposal of a subsidiary, the Company discontinued its transformers operations, details of which are set out in

note 3(b)(iii). The Company's principal manufacturing operations are conducted in the PRC. The PRC resumed sovereignty
over Hong Kong and Macao effective July 1, 1897 and December 20, 1999, respectively, and politically Hong Kong and

Macao are integral parts of China. However, for simplicity and as a matter of definition only, our references to PRC in these
consolidated financial statements means the PRC and all of its territories excluding Hong Kong and Macao.

Summoary of Significant Accounting Policies

Principles of consolidation

The consolidated financial statements include the financial statements of the Company and all its subsidiaries. The Company
consolidates companies in which it has controlling interest of over 50%. All significant intercompany accounts, transactions
and cash flows have been eliminated on consolidation.

The equity method of accounting is used when the Company has the ability to exercise a significant influence, which is normally
indicated by a 20% to 50% interest in other entities. Under the equity method, original investments are recorded at cost and
adjusted by the Company’s share of undistributed earnings or losses of these entities.

Non-marketable investments in which the Company has less than 20% interest and in which does not have the ability to exercise
significant influence over the investee are initially recorded at cost and periodically reviewed for impairment.

Cash and cash equivalents
Cash and cash equivalents include all cash balances and certificates of deposit having a maturity date of three months or
less upon acquisition.

Marketable securities

All marketable securities are classified as trading securities and are stated at fair market value. Market value is determined by
the most recently traded price of the security at the balance sheet date. Net realized and unrealized gains and losses on trading
securities are included in other income. The cost of securities sold is based on the average cost method and income earned
is included in other income.
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Inventories
inventories are stated at the lower of cost or market value. Cost is determined on the first-in, first-out basis. Write-down of potentiaily
obsolete or slow-moving inventory are recorded based on management's analysis of inventory levels,

For the Company's CEP reporting unit, the Company orders inventory from its suppliers based on firm customer orders for product
that is unique to each customer. The inventory is utilized in production as soon as all the necessary components are received. The
only reason that inventory would not be utilized within six months is if a specific customer deferred or cancelled an order. As the
inventory is typically unique to each customer's products, it is unusual for the Company to be able to utilize the inventory for other
customers’ products. Therefore, the Company's policy is to negotiate with the customer for the disposal of such inventory that
remained unused for six months. The Company does not generally write down its inventories as usually, the customers are held
to their purchase commitments. However, there are cases where customers are contractually obligated to purchase the unused
inventory from the Company, but the Company may elect not to immediately enforce such contractual right for business reasons. In
this connection, the Company will consider writing down these inventory items which remained unused for over six months at the
Company's own cost. Prior to writing down, management would determine if the inventory can be utilized in other products.

For the Company's LPT segment, due to the nature of the business, LPT customers do not always place orders advance enough to
enable the Company to order inventory from suppliers based on firm customer orders. Nonetheless, management reviews its inventory
balance on a regular basis and write down all inventory over six months old.

Property, plant and equipment

Property, plant and equipment are recorded at cost and include interest on funds borrowed to finance construction. No interest was
capitalized for the years ended December 31, 2001, 2002 and 2003, The cost of major improvements and betterments is capitalized
whereas the cost of maintenance and repairs is expensed in the year incurred. Assets under construction are not depreciated until
construction is completed and the assets are ready for their intended use. Gains and losses for the disposal of leasehold land are
included in other income (expenses) while gains and losses from the disposal of other property, plant and equipment are included in
income from operations.

The Company reviews its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable based upon undiscounted cash flows expected to be generated by such assets over
their expected useful lives. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount
by which the carrying amount of the assets exceeds the fair value of the assets.

The majority of the land in Hong Kong is owned by the government of Hong Kong which leases the land at public auction to
non-governmental entities. All of the Company’s leasehold land in Hong Kong have leases of not more than 50 years from the
respective balance sheet dates. The cost of such leasehold land is amortized on a straight-line basis over the respective terms of
the leases.

All land in other regions of the PRC is owned by the PRC government. The government in the PRC, accerding to PRC law, may sell
the right to use the land for a specified period of time. Thus all of the Company’s land purchases in the PRC are considered to be
leasehold land and are amortized on a straight-line basis over the respective term of the right to use the land.

Depreciation rates computed using the straight-line method are as follows:

Classification Years
Land use right, leasehold land and buildings 20 to B0 years
Machinery and equipment 4 to 12 years
Leasehold improvements 3to 7 years
Furniture and fixtures 4 to 8 years
Automobiles 4 to 6 years
Tools and molds 4 1o B years

)
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(/) Goodwill and licenses
The excess of the purchase price over the fair value of net assets acquired is recorded on the consolidated balance sheet as
goodwill. Priar to January 1, 2002, goodwill was amortized to expense on a straight-line basis over various periods ranging
from 4 years to 15 years. Costs incurred in the acquisition of licenses are capitalized and amortized to expense on a straight-
line basis over the shorter of the license period or 5 to 7 years.

In June 2001, the Financial Accounting Standard Board (the “FASB") issued Statement of Financial Accounting Standard
(“SFAS") No. 142, “ Goodwill and Other Intangible Assets " This statement provides that goodwill and other intangible assets
with indefinite lives will not be amortized, but will be tested for impairment at the reporting unit level on at least an annual
basis. A reporting unit is an operating segment or one level below an operating segment (i.e. a component) as defined in SFAS
No. 131 “ Disclosures about Segments of an Enterprise and Related Information . A component of an operating segment is
a reporting unit if the component constitutes a business for which discrete financial information is available and segment
management regularly reviews the operating results of that component. Through May 2002, the Company operated in two
reporting units, which were its operating segments of CEP and LPT. Beginning in June 2002, the Company segregated its LPT
segment into two reporting units: LCD panels and transformers. In June 2003, the Company disposed of its transformers
operation through the disposal of a subsidiary, details of which are set out in note 3(b)iii).

The evaluation of goodwill for impairment involves two steps: (1) the identification of potential impairment by comparing the

_ fair value of a reporting unit with its carrying amount, including goodwill and (2) the measurement of the amount of goodwill
loss by comparing the implied fair value of the reporting unit goodwill with the carrying amount of that goodwill and recognizing
a loss by the excess of the latter over the former.

SFAS No. 142 was effective for fiscal years beginning after December 15, 2001. The Company adopted SFAS No. 142 on
January 1, 2002. Upon adoption of SFAS No. 142, the Company evaluated goodwill for impairment at the reporting unit level
and determined that there was no impairment at January 1, 2002. Later in 2002, the Company determined that goodwill was
impaired by $339 related to the business acquired from MBS (see note 8). All remaining and future acquired goodwill will be
subject to an annual impairment test on December 31 of each year or earlier if indications of a potential impairment exist.
For future impairment tests, the Company will measure fair value based either on internal models or independent valuations.
As of December 31, 2003, the Company completed its annual impairment evaluation and determined that there was no
impairment in goodwill,

The following transiticnal disclosure represents the Company's reported and adjusted net income, basic earnings per share,
and fully diluted earnings per share adding back amortization of goodwill beginning January 1, 2001:

2001 2002 2003
Net income
As reported $ 9045 $ 20023 $ 43802
Add back: goodwill amortization 1,826 - -
As adjusted $ 10871 $ 20023 $ 43802
Basic earnings per share
As reported $ 027 $ 0b7 | 3% 1.08
Add back: goodwill amortization 0.05 -~ -
As adjusted $ 032 $ 057 $ 1.09
Diluted earnings per share
As reported $ 026 $ 0b7 | 3 1.07
Add back: goodwill amortization 0.05 - -
As adjusted $ 031 $ 057 $ 1.07 |
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impairment or disposal of long-lived assets

~ The Company reviews its long-lived assets for patential impairment based on a review of projected discounted cash flows

h)

0}

M

(o

o

associated with these assets. Long-lived assets are included in impairment evaluations when events and circumstances exist
that indicate the carrying amount of these assets may not be recoverable. Measurement of impairment losses for long-lived
assets that the Company expects to hold and use is based on the estimated fair value of the assets.

Long-lived assets to be disposed of are stated at the lower of fair value or carrying amount. Expected future operating losses
from discontinued operations are recorded in the periods in which the losses are incurred.

Revenue recognition

The Company recognizes revenue when all of the following conditions are met:
+ Persuasive evidence of an arrangement exists,

+ Delivery has occurred or services have been rendered,

+  Price to the customer is fixed or determinable, and

+  Collectibility is reasonably assured.

Revenue from sales of products is recognized when the titie is passed to customers upon shipment and when collectibility is

assured. The Company does not provide its customers with the right of return (except for quality), price protection, rebates or
discounts. There are no customer acceptance provisions associated with the Company’s products, except for quality. All
sales are based on firm customer orders with fixed terms and conditions, which generally cannot be modified.

The Company recognized revenue on its software development services in accordance with Statement of Position (“SOP")
97-2, “ Software Revenue Recognition . The Company’s software sales include neither multiple elements nor post-contract
customer support,

Shipping and handling costs

Shipping and handling costs are classified as o cost of sales for material purchased and selling expenses for the delivery
of finished products. During the years ended December 31, 2001, 2002, and 2003, shipping and handling costs classified
as costs of sales were $488, $536 and $466, respectively. During the years ended December 31, 2001, 2002 and 2003,
shipping and handing costs classified as selling expenses were $954, $808 and $870, respectively,

Research and development costs
Research and development costs relating to the development of new products and processes, including significant improvements
and refinements to existing products, are expensed as incurred.

Advertising expenses
The Company expenses advertising costs as incurred. Advertising expenses were $141, $5628 and $261 for the years ended
December 31, 2001, 2002 and 2003, respectively.

Staff retirement plan costs
The Company's costs related to the staff retirement plans (see note 18) are charged to the consolidated statement of income
as incurred,

(m) Income taxes

PRC tax paid by subsidiaries operating in the PRC during the year is recorded as an amount recoverable at the balance sheet date
when management has filed or has the intention to file an application for reinvestment of profits and a refund is expected unless
there is an indication from the PRC tax authority that the refund will be refused.

Deferred income taxes are provided using the asset and liability method. Under this method, deferred income taxes are recognized
for all significant temporary differences and classified as current or non-current based upon the classification of the related asset or
liability in the financial statements. A valuation allowance is provided to reduce the amount of deferred tax assets if it is considered
more likely than not that some portion of, or all, the deferred tax asset will not be realized.
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(m

(0)

(p)

Foreign currency transactions and transiations

All transactions in currencies other than functional currencies during the year are translated at the exchange rates prevailing on

the respective transaction dates. Monetary assets and liabilities existing at the balance sheet date denominated in currencies
other than functional currencies are translated at the exchange rates existing on that date. Exchange differences are recorded

in the consolidated statement of income.

The Company and its subsidiaries have adopted the U.S. dollar, Hong Kong dollar or the Chinese Renminbi as their functional
currencies. The financial statements of all subsidiaries with functional currencies other than the U.S. dollar are translated in
accordance with SFAS No. 52, * Foreign Currency Translation ” All assets and liabilities are translated at the rates of exchange
ruling at the balance sheet date and all income and expense items are translated at the average rates of exchange over the
year. All exchange differences arising from the translation of subsidiaries’ financial statements are recorded as a component

of comprehensive income.

The exchange rate between the Hong Kong dollar and the U.S. dollar has been pegged (HK$7.80 to US$1.00) since
October 1983. The exchange rate between the Chinese Renminbi and the U.S. dollar is based on the applicable rate of
exchange quoted by the People’s Bank of China prevailing at the balance sheet date and were approximately 8.1500,
8.2773 and 8.2767 as of December 31, 2001, 2002 and 2003, respectively.

Earnings per share

On Jure 20, 2003, the Company's board of directors declared a 3-for-1 stock split of its outstanding common shares.
Each shareholder of record on June 30, 2003 received two additional shares for each common share held at that date.
in addition, the Company retained the current par value of $0.01 per share. Accordingly, all references to numbers of
common shares, per share data and stock option data in the accompanying financial statements have been restated to
reflect the stock split on a retroactive basis.

On QOctober 24, 2003, the Company’s board of directors declared an issuance of stock dividend to shareholders at the ratio
of one dividend share for every ten shares held by the shareholders of record on November 7, 2003. For the purposes of
earnings per share calculation, all references to numbers of common shares and per share data have been restated to reflect
this stock dividend.

Basic earnings per share is computed by dividing net income by the weighted average number of common shares outstanding
during the year.

Diluted earnings per share gives effect to all dilutive potential common shares outstanding during the year. The weighted
average number of common shares outstanding is adjusted to include the number of additional common shares that would
have been outstanding if the dilutive potential common shares had been issued.

Stock options

The Company does rot recognize compensation expense for employee stock-based compensation if the strike-price is equal
to or greater than the market price of the stock at the date of grant. The Company’s policy is to generally grant stock-based
compensation to employees with a stock price equal to the market price of the stock on the date of grant. The Company
continues to account for stock-based compensation arrangements under Accounting Principles Board (APB”) Opinion No. 25,
‘Accounting for Stock Issued to Employees” and provides additional financial statement disclosure in accordance with
FAS No. 123, "Accounting for Stock-Based Compensation”. The Company recognizes compensation expense for all stock-
based compensation granted to non-employees by estimating the fair value of the stock-based compensation utilizing the
Black-Scholes option-pricing model. See note 12.

The Company has two stock-based employee compensation plans, as more fully described in note 12(b). Stock-based
employee compensation costs are not reflected in net income when options granted under the plan had an exercise price
equal to the market value of the underlying common stock on the date of grant. During 2001, the Company recorded
compensation cost of $839 as 316,200 options granted under the plan had an exercise price less than the market value of
the underlying common stock on the date of grant.

The following table illustrates the effect on net income and earnings per share as if the Company had applied the fair

value recognition.
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Year ended December 31, 2001 2002 2003
Net income, as reported $ 9045 $ 20023 $ 43802
Less: Stock based compensation costs under
fair value based method for all awards (2331) (1,491 (682)
Net income, pro forma $ 6714 $ 18532 $ 43220
Basic earnings per share As reported $ 027 $ 057 | $ 1.09
Pro forma $ 020 $ 063 | % 1.07
Dituted earnings per share As reported $ 026 $ 057 | $ 1.07
Pro forma $ 020 $ 052 | 3 1.086

Use of estimates

The preparation of consofidated financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Comprehensive income

Accumulated other comprehensive income (loss) represents foreign currency translation adjustments and is included in the consolidated
statement of shareholders' equity. The comprehensive income of the Company was $9,0685, $20006 and $43802 for the years
ended December 31, 2001, 2002 and 2003, respectively.

Fair value disclosures

The carrying amounts of cash and cash equivalents, accounts receivable, amount due from a related party, prepaid expenses and
other receivables, income taxes recoverable, notes payable, accounts payable, accrued expenses and other payables, dividend
payable and income tax payable approximate fair value due to the short term maturity of these instruments. The carrying amount of
long term debt also approximates fair value due to the variable nature of the interest calculations. The fair value of the convertible
notes is estimated based on the current rates offered to the Company for notes of similar terms and maturities.

Recent changes in accounting standards

In January 2003, the FASB issued Interpretation No. (‘FIN") 46 (revised), “Consolidation of Variable Interest Entities". FIN 46 (revised)
requires that if a business enterprise has a controlling financial interest in a variable interest entity, the assets, liabilities and results
of the activities of the variable interest entity should be included in consolidated financial statements of the business enterprise.
FIN 46 (revised) applies immediately to variable interest entities created after January 31, 2003, For variable interest entities created
or acquired prior to February 1, 2003, the provisions of FIN 46 (revised) are effective beginning Januarj/ 1, 2004. The adoption of
FIN 46 (revised) is not expected to have a material impact on the Company’s financial position, results of operations, or cash flows.

In April 2003, the FASB issued SFAS No. 149, "Amendments of Statement 133 on Derivative Instruments and Hedging Activities”,
which establishes accounting and reporting standards for derivative instruments, including derivatives embedded in other contracts
and hedging activities. SFAS No. 148 amends SFAS No. 133 for decisions made by the FASB as part of its Derivatives Implementation
Group process. SFAS No. 149 also amends SFAS No. 133 1o incorperate clarifications of the definition of a derivative. SFAS No. 148
is effective for contracts entered into or modified and hedging relationships designated after June 30, 2003. The provisions of
SFAS No. 149 did not have a material impact on the Company's financial position, results of operations, or cash flows.

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics of both Liabilities
and Equity” SFAS No. 150 establishes standards for how an issuer classifies and measures certain financial instruments with
characteristics of both liabilities and equity. SFAS No. 150 requires that an issuer classify a financial instrument that is within its
scope as a liability (or an asset in some circumstances). SFAS No. 1560 is effective for financial instruments entered into or modified
after May 31, 2003, and otherwise is effective for the third quarter of 2003, The adoption of SFAS No. 150 did not have a material
impact on the Company's financial position, results of operations, or cash flows.

%)
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Investment in Subsidiaries
Subsidiaries

Percentage
of ownership

(b)
0

Place of as of December 31
incorporation Principal activity 2002 2003
Consclidated principal subsidiaries:
JI.C. Technology Coempany Limited Cayman Islands Investment holding ~ 74.78%" 74.86%"
JI.C. Enterprises (Hong Kong) Limited Hong Kong Investment helding,  74.78%  74.86%"
manufacturing and trading
JI.C. Electronics Company Limited Hong Kong Inactive  74.78%" -
(deregistered in 2003)
JIC. Group (BV.) Limited BVI Inactive  74.78%* 74.86%"
Jetup Electronic (Shenzhen) Co,, Limited PRC Manufacturing ~ 74.78%" 74.86%"
Jieda Electronics (Shenzhen) Co, Ltd. PRC Inactive  74.78%" -
(dissolved in 2003)
Jieyao Electronics (Shenzhen) Co, Ltd. PRC Manufacturing ~ 74.78%" -
Nam Tai Investments Consultant Macao Provision of management - 100%
(Macac Commercial Offshore) and sales co-ordination
Company Limited and marketing services
Nam Tai Group Management Limited Hong Kong  Provision of management services 100% 100%
Nam Tai Electronic & Electrical Cayman Islands Investment holding - 100%
Products Limited
Nam Tai Electronic & Electrical Hong Kong Investment holding and trading 100% 100%
Products Limited
Nam Tai Telecom (Cayman) Cayman Islands Investment holding - 100%
Company Limited
Nam Tai Telecom (Hong Kong) Hong Kong Investment holding and trading 100% 100%
Company Limited
Namtai Electronic (Shenzhen) Co, Ltd. PRC Manufacturing and trading 100% 100%
Namtek Japan Company Limited Japan Provision of sales co-ordination - 80%
and marketing services
Namtek Software Development Cayman Islands Investment holding 100% 80%
Company Limited
Shenzhen Namtek Co, Ltd. PRC Software development 100% 80%
Zastron Electronic (Shenzhen) Co. Ltd. PRC Manufacturing and trading 100% 100%
(formerly known as Zastron Plastic &
Metal Products (Shenzhen) Co,, Ltd.)
Mate Fair Group Limited BVI Investment holding  72.22%  72.22%

* Upon 1ull conversion of the preference shares held by the Company, the Company would have an effective interest of 93.97%
and 88.39% in these subsidiaries as of December 31, 2002 and 2003, respectively (see note 3(b)(ii).

Significant transactions

In March 2000, Nam Tai Electronic & Electrical Products Limited (*NTEE”), a wholly-owned subsidiary of the Company, together
with Toshiba Battery Co,, Ltd. (‘TBCL"), established BPC, a wholly foreign owned enterprise in Shenzhen, PRC. NTEE had a
86.67% interest in BPC and the investment cost of $1,300 was contributed in cash. BPC was located within the Company’s
manufacturing complex where it produced and sold high-end, environmentally friendly, rechargeable lithium ion battery packs.
Effective April 30, 2002, the Company sold its 86.67% joint venture interest in BPC to a TBCL related company for $2,131
resulting in a gain of $17 For the year ended December 31, 2001 and during the period from January 1, 2002 through
April 30, 2002, the Company recognized net sales of $21,072 and $7,849, respectively, from TBCL and its related companies.
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{iy In October 2000, the Company acquired all of the outstanding shares of JI.C. Group (B.V..) Limited (JIC"), a company incorporated

in the BVI. The purchase price was the initial consideration of $32,776, less a purchase price adjustment based on earnings. The
initial consideration was satisfied by a cash consideration of $10,981 and the issuance of 3,483,261 shares in the Company at
$6.26 each, being the average market closing price as reported on the Nasdag Stock Market (“Nasdag’, the then stock market in
which the Company's stock was traded) for each day during the period from September 26, 2000 to October 24, 2000 (inclusive)
on which Nasdag was open for trading and on which at least 30,000 shares were traded. J.L.C. Group are principally engaged in the
manufacture and trading of LCD panels and transformers. Their production base is located at Shenzhen and Bao An, which are used
by three subsidiaries of JIC namely, Jieda Electronics (Shenzhen) Co, Lid. (Uieda”), Jetup Electronic (Shenzhen) Co,, Ltd. (Jetup”)
and Jieyao, all being wholly foreign owned enterprises in the PRC. During 2003, Jieda merged with Jieyao and in June 2003,
J1.C. Group disposed of its entire interest in Jieyao, which was principally engaged in the manufacturing and sale of transformers,
as a result of concentration of its effort on its LCD panels business unit. A profit of approximately $1,979, net of minority interests,
arose as a result of this disposition (see note 3 (b)(ii)).

The purchase price adjustment based on earnings is the amount of shortfall, if any, between the net income of the J|.C. Group for
the year ended March 31, 2001 and the guaranteed profit amount of $3846, multiplied by 8.5. As the net income of the JI.C. Group
for the year ended March 31, 2001 met this guaranteed profit requirement, no adjustment to the purchase price was made.

The acquisition was accounted for as a purchase and the resuits of the J.I.C. Group have been included in the accompanying
consolidated financial statements since the date of acquisition. The excess of the purchase consideration over the fair value of the
net assets acquired of $10002 was $22,774 and had been recorded as goodwill which was being amortized on a straight-line
basis over 15 years. Upon the Company'’s adoption of SFAS No. 142, the goodwill is no longer being amortized (see note 2(f)).
During 2001, the Company incurred legal and professional fees of $85 to complete the acquisition of JIC which was adjusted
to goodwill.

In June 2002, through a reverse merger, the Company arranged for the listing of the J..C. Group on The Stock Exchange of
Hong Kong Limited. To effect the listing, the Company entered an agreement with the liquidators of Albatranics (Far East) Company
Limited (“Albatronics”), whose shares had been listed on The Stock Exchange of Hong Kong Limited and which was placed into
voluntary liquidation in August 1999. The Company owned slightly more than 50% of the outstanding capital stock of Albatronics.
Under the agreement, the Company agreed to transfer the J.I.C. Group into JIC Technology, a new company, for a controlling
interest in JIC Technology. Prior to it being placed into voluntary liquidation, Albatrenics and its subsidiaries were engaged in the
trading of electronic components and manufacturing of consumer electronics products. Due to the troubled financial condition of
Albatronics at December 31, 1998, it was probable that the Company would never be in a position to exercise control over Albatronics
as such control would rest with the creditors of Albatronics. Accordingly, the Company did not consolidate Albatronics' financial
statements at December 31, 1998, for the year then ended or for any subsequent period. As of December 31, 1999 the investment
was written off. On February 1, 2000, the Company received an invitation soliciting offers for the rescue or restructuring of Albatronics
from Albatronics' liquidators. In June 2002, Albatronics' listing status on The Stock Exchange of Hong Kong Limited was withdrawn
and JIC Technology was listed on The Stock Exchange of Hong Kong Limited free from the liabilities of Albatronics. For the Company's
contribution to JIC Technology, the Company received a combination of ordinary and preference shares, which are analogous to
common stock and convertible preferred stock, respectively, of companies organized under U.S. law. The Company, the creditors
of Albatronics and the Hong Kong public who held shares of Albatronics received ordinary shares of JIC Technology equal to
approximately 70.4%, 24.1% and 5.5%, respectively, of the outstanding ordinary shares of JIC Technology. The Company also
received preference shares of JIC Technology, which upon their full conversion, would result in the Company, the creditors and the
Hong Kong public owning approximately 92.9%, 5.8% and 1.3%, respectively, of the outstanding ordinary shares of JIC Technology.
On June 4, 2002, the reverse merger was completed and all the shares of Albatronics were transferred to the liquidators for a
nominal consideration. The preference shares are non-redeemable, non-voting shares that rank pari passu with ordinary shares of
JIC Technology on the payment of dividends or other distribution other than on a winding-up. No holder of preference shares
(including the Company) may convert them if such conversion would result in the minimum public float of 25% that is required
under the Hong Kong Stock Exchange listing rules not being met.
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Due to the reverse merger, the Company’s effective interest in the J.1.C. Group reduced from 100% to 92.9%. As a result
of this reduction in interest during 2002, the Company has released unamortized goodwill of $1,483, representing 7.1%
of the goodwill that had previously been recorded upon purchasing the J..C. Group in October 2000. The release of
unamortized goodwill is included as part of the loss on reverse merger of the JL.C. Group.

In August 2002, the Company acquired an additional 7,984,000 ordinary shares of JIC Technology for a cash consideration of
$437, resulting in additional goodwill of $253. As of December 31, 2002, the Company held 93.97% effective interest in
J.IL.C. Group, which represented 74.78% of the existing ordinary shares and 93.97% of the outstanding ordinary shares upon
full conversion of the preference shares.

During the period from June to November 2003, the Company disposed of totally 42,600,000 ordinary shares of JIC
Technology for cash considerations of $4,005. The disposal resulted in a net gain on partial disposal of a subsidiary of
$1,838 and the releasing of unamortized goodwill of $1,171. The release of unamortized goodwill is netted off with the gain
on the partial disposal of a subsidiary. in November 2003, the Company converted 176,100,000 preference shares into
170,000,000 ordinary shares of JIC Technology. As of December 31, 2003, the Company held 263,900,688 ordinary
shares of JIC Technology, equivalent to 74.86% of issued ordinary shares, and 423320000 preference shares. Upon full
conversion of the preference shares owned, the Company would have held approximately 88.39% of JIC Technology.

In order to concentrate its effort on its LCD panels reporting unit, in June 2003, JIC Technology disposed its transformers
reporting unit to a third party for a cash consideration of $2,426. Sales of the transformers reporting unit for the years
ended December 31, 2001, 2002 and 2003 were $10,981, $11,324 and $6,284, respectively, and were insignificant
comparing to the sales of the Company as a whole. The income from operations of the transformers reporting unit was
less than 5%, 3% and 1% of the Company's income from operations for the years ended December 31, 2001, 2002 and
2003, respectively. The transformers reporting unit had no non-operating income or expenses for the years ended
December 31, 2001, 2002 and 2003.

The proceeds from the disposal exceeded the carrying value of the net assets of the transformers reporting urit, resulting in
a gain from discontinued operation, net of minority interests, in 2003 of $1,979.

The carrying amounts of the assets and liabilities of the transformers business unit at the date of disposal are as follows;

Net assets disposed of:

Property, plant and equipment $ 5569
Cash 40
Other assets 870
Liabilities (1,176)
Total $ 293

In January 2003, the Company disposed of 20% of its equity interest in Namtek Software to a company which is owned
by the management of Namtek Software for a cash consideration of $160. As of the date of disposal, Namtek Software was
fair valued at $3,347 Accordingly, a charge to compensation expense of $309 and a credit to additional paid-in capital of $264
(being the difference between the net asset value and fair value of Namtek Software disposed) resulted.

in September 2000, the Company acquired a 5% indirect shareholding in both Huizhou TCL Mobile Communication Co, Ltd.
{("*Huizhou TCL") and TCL Mobile Communication (HK) Co,, Ltd. (collectively “TCL Mobile”) through the acquisition of 25% of the
outstanding shares of Mate Fair, a privately held investment holding company incorporated in the BVI with a 20% shareholding
interest in TCL Mobile. TCL Mobile is engaged in manufacturing, distributing and trading of digital mobile phones and
accessories in the PRC as well as overseas markets. The acquisition in Mate Fair was satisfied by cash consideration of
approximately $2,036. The 25% share of the net book value of Mate Fair on that date was approximately $511. Goodwill of
approximately $1,525 was recorded by the Company and was being amortized on a straight line basis over 10 years from
September 2000 to August 2010. The amortization expense far the year ended December 31, 2001 was $153.
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In May 2002, due to the increase of capital in Huizhou TCL, Mate Fair's direct interest in Huizhou TCL was diluted from 20% to 18%
and accordingly, the Company's 5% indirect interest in Huizhou TCL was diluted to 4.5%. As a result of the dilution, the Company
recognized the release of unamortized goodwill of approximately $132 and the share of Mate Fair's loss on deemed dispaosal of
Huizhou TCL of approximately $336 as part of the equity in income of affiliated companies. Mate Fair ceased the equity method of
accounting for Huizhou TCL since it no longer held at least a 20% interest in Huizhou TCL. In late 2002, TCL Mobile
Communications (HK) Co. Ltd. was acquired by Huizhou TCL.

On November 11, 2002, through a series of linked transactions, the Company effectively exchanged its 4.5% indirect interest in
Huizhou TCL for a 3.033% direct interest plus cash consideration. This was accomplished by Mate Fair selling a 13.8% equity
interest in Huizhou TCL for $10,424, which resulted in a gain of $9022 that was included in equity in income of affiliated companies.
Also, as part of these linked transactions, the Company increased its shareholding in Mate Fair from 25% to 72.22% for $3 by the
subscription of additional 3,028 shares in Mate Fair, and recognized an additional release of unamortized goodwill of approximately
$388. The Company invested $5,128 of the proceeds in TCL International Holdings Limited 3% convertible notes (see note 9(a)).

Establishment of subsidiaries
In May 2002, the Company established Namtek Software, a wholly-owned subsidiary incorporated in the Cayman Islands, at an
investment cost of $800. It is an investment holding company of Shenzhen Namtek Company Limited (“Shenzhen Namtek”).

In June 2003, Namtek Software established Namtek Japan Company Limited, a subsidiary incorporated in Japan, at an investment
cost of $85. Its principal activity is sales co-ordination and marketing of software.

In June 2003, the Company established two wholly-owned subsidiaries, namely Nam Tai Telecom (Cayman) Company Limited and
Nam Tai Electronic & Electrical Products Limited, incorporated in the Cayman Islands. Their principal activity is to act as investment
holding companies.

In August 2003, the Company established Nam Tai Investments Consultant (Macao Commercial Offshore) Company Limited, a
wholly-owned subsidiary incorporated in Macac, at an investment cost of $13. Its principal activity is provision of consultancy services
to other group companies, and as the Company's PRC headquarters due to the continuous increase in investment in China.

Retained earnings

Retained earnings are not restricted as to the payment of dividends except to the extent dictated by prudent business practices.
The Company believes that there are no material restrictions, including foreign exchange controls, on the ability of its non-PRC
subsidiaries to transfer surplus funds to the Company in the form of cash dividends, loans, advances or purchases. With respect to
the Company’s PRC subsidiaries, there are restrictions on the purchase of materials by these companies, the payment of dividends
and the removal of dividends from the PRC. In the event that dividends are paid by the Company’s PRC subsidiaries, such dividends
will reduce the amount of reinvested profits and accordingly, the refund of taxes paid will be reduced to the extent of tax applicable
to profits not reinvested. However, the Company believes that such restrictions will not have a material effect on the Company's
liquidity or cash flows.

Inventories
Inventories consist of the following:

At December 31, 2002 2003
Raw materials $ 15719 $ 17448
Work-in-progress 1937 4534
Finished goods 1,544 5,050

$ 19,200 $ 27032
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5. Property, Plant and Equipment
Property, plant and equipment consist of the following:

At December 31, 2002 2003
At cost

Land use right, leasehold land and buildings $ 41938 | $ 47,777
Machinery and equipment 51,648 61,417
Leasehold improvements 10,237 12,606
Furniture and fixtures 1,646 1,967

Automobiles 1,636 1,432
Tools and molds 77 132
Total 107,082 125,231

Less: accumulated depreciation and amortization (40669) (50283)
Construction in progress 19,501 2699
Net book value $ 75914 $ 77647

As of December 31, 2003, the Company has entered into commitments for capital expenditure for property, plant and
equipment of approximately $34,161, which are expected to be disbursed during the year ending December 31, 2004,

6. Goodwill
Goodwill consists of the following:
LPT
CEP Segment
Segment (LCD
{reporting reporting
unit) unit) Total
Balance at January 1, 2002 $ 330 $ 21750 $ 22089
Goodwill acquired during the year:
Additional goodwill of JIC Technology (see note 3(b)(i)) - 2563 253
Additional goodwill of Mate Fair 788 - 788
Impairment of goodwill on business acquired from MBS (339) - (339)
Goodwill release related to disposition of 71% interest in J1.C. Group
(see note 3(b)(i))) - (1,483) (1,483)
Balance at December 31, 2002 $ 788 $ 20520 $ 21,308
Goodwill release related to disposition of 5.58%
interest in JIC Technology (see note 3(b){i)) - (1,171 (1,171
Balance at December 31, 2003 $ 788 $ 19,349 $ 20,137

No goodwill has been assigned to the “transformer” reporting unit as the Company's purchase of the J.I.C. Group was

exclusively for the “LCD panel” reporting unit.

The Company acquired certain net assets from MBS, a telecommunication business including the design, research and

development, and marketing of telecommunication products. The excess of the purchase consideration over the fair value
of the assets acquired was $776 and was recorded as goodwill which was being amortized on a straight-line basis over
4 years. In 2002, the Company determined that the previously acquired technology had become obsolete. Therefore, the
Company recorded an impairment for the remaining goodwill of $339 and accelerated the amortization of the license fees
(included in intangible assets) by $173.
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7. Intangible Assets
Amortized intangible assets consist of the following:

At December 31, 2002 2003
Gross carrying amount of licenses $ 1335 | $ 643
Accumulated amortization (588) ©2)
Disposal (see note 17) (749) -
Net carrying amount $ - | 3 551

Amortization expense charged to income from operations for the year ended December 31, 2001, 2002 and 2003 was $209,
$222 and $92, respectively. Amortization expense on intangible assets for each of the next five years is as follows:

Year ending December 31,

- 2004 $ 92
- 2005 02
- 2006 92
- 2007 92
- 2008 92
Total $ 460

8. Investment in Affiliated Companies, Equity Method
The Company's investments accounted for under the equity method are disclosed below. The Company has not made any loans or
guarantees or has any contingent liabilities with these companies.

Mate Fair
Mate Fair was accounted as an affiliated company up to November 11, 2002. Details of the investment in Mate Fair are set out in
note 3(b)(v).

Alpha Star

In January 2003, the Company further expanded its business to include wireless communication technology and related products.
The Company made a strategic investment of $10000 by subscribing for a 25% shareholding in Alpha Star, a BVl company, which
is the ultimate holding company of the JCT Wireless Technology Limited (‘JCT"), a company engaged in the design, development
and marketing of wireless communication terminals and wireless application software. The Company also manufactures wireless
communication terminals and related modules for JCT. As part of the agreement, Alpha Star agreed to purchase from the Company
at least B0 percent of the orders it, or any of its subsidiaries, receives for RF modules provided the Company performs such
manufacturing services at a price comparable to the market. The fair value of this arrangement was estimated to be $643 and is
included in the consolidated balance sheet as an intangible asset (note 7). The Company has one representative on Alpha Star's
board of directors.

The Company has recorded goodwill of approximately $5,596 as a result of the acquisition of Alpha Star. For the year ended
December 31, 2003, the Company recorded $498 in equity in earning of Alpha Star.

As of December 31, 2003, JCT owed the Company $2,707 For the year ended December 31, 2003, the Company recognized net
sales of $20,782 to JCT and purchased raw materials of $5,456 from JCT and its related companies.

9. [nvestments in TCL
The Company had three investments in TCL Group of companies in the form of convertible notes and investments at cost. During
the year ended December 31, 2003, the Company disposed'of the convertible notes. The Company has not incurred any material
operating revenue or expenses from the TCL Group of companies, for the years ended December 31, 2001, 2002 and 2003.

@
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Convertible notes

On November 11, 2002, in connection with its disposal of 1.487% indirect interest in Huizhou TCL (see note 3(b)}(v)) for
approximately $10424, the Company purchased $5,128 in 3% convertible notes (“CB Note”) due in November 2005 of TCL
International Holdings Limited, a publicly listed company on The Stock Exchange of Hong Kong Limited. in August 2003, the
CB Note was disposed of by the Company for a consideration of $5,026, resulting in a loss of $102.

Investments, at cost

TCL Corporation

[n January 2002, the Company acquired a 6% equity interest in TCL Holdings Corporation Ltd,, now known as TCL
Corporation, for a consideration of $11,968. TCL Corporation, an enterprise established in the PRC, is the parent company
of the TCL Group of companies. TCL Caorporation's scope of business includes the import and export of raw materials, the
design, manufacturing and sales and marketing of telephones, VCD players, color television sets, mobile phones and other
consumer electronic products. TCL Corporation changed from a limited liability company to a company limited by shares in
April 2002 (the “Establishment Date”).

In January 2004, TCL Corporation listed its A-shares on the Shenzhen Stock Exchange at RMB4.26 (equivalent to US$0.52)
per A-share. The Company's interest in TCL Corporation has then been diluted to 3.68% and represents 95.52 million
promoter’s shares of TCL Corporation after its initial public offering. According to Article 147 of the Company Law of the
PRC, the Company is restricted to transfer its promoter's shares within three years from the Establishment Date. The
Company is, however, entitled to dividend and other rights similar to the holders of A-shares.

The Company may re-consider its investment strategy in these promotor's shares after the end of restriction period in April 2008.

Huizhou TCL
The Company has a 3.033% direct interest in Huizhou TCL through the Company’s subsidiary, Mate Fair (see note 3(b)()).
This investment at cost is $4,014 at December 31, 2003.

Investment in iMagic

On January 20, 2003, one of the Company's subsidiaries, JIC Technology, entered into a subscription agreement with
iMagic Infomedia Technology Limited (*iMagic”) pursuant to which JIC Technology agreed to subscribe for 60 shares of
par value of HK$1 each in iMagic, representing 5.36% of the total issued capital of iMagic, for cash consideration of $384.
On the same date, JIC Technology also entered into a deed of put option with a director of iMagic under which the director
of iMagic granted JIC Technology an option to require the director to purchase the shares from JIC Technology at the original
consideration of $384. The put option shall be exercisable on December 31, 2004 and expire on January 30, 2005. iMagic, a
privately held company, is the parent company of PowerPhone Network Limited, a company that has deployed interactive
multimedia voice and data terminals in Asia and the United States.

Bank Loans and Banking Facilities

The Company has credit facilities with various banks representing notes payable, trade acceptances, import facilities and
overdrafts. At December 31, 2002 and 2003, these facilities totaled $58,244 and $62,256, of which $8,889 and $8,30S
were utilized at December 31, 2002 and 2003, respectively. The maturity of these facilities is generally up to 90 days. Interest
rates are generally based on the banks’ usual lending rates in Hong Kong and the credit lines are normally subject to
annual review. The banking facilities are secured by guarantees given by Nam Tai and certain subsidiaries and restrict the
pledge of assets to any other banks without the prior consent of the Company’s bankers.

The notes payable, which include trust receipts and shipping guarantees, may not agree to utilized banking facilities due to a
timing difference between the Company receiving the goods and the bank issuing the trust receipt to cover financing of the
purchase. The Company recognizes the cutstanding letter of credit as a note payable when the goods are received, even
though the bank may not have issued the trust receipt. However, this will not affect the total bank facility utilization, as an
addition to the trust receipts will be offset by a reduction in the same amount of outstanding letters of credit.
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At December 31, 2002 2003
Qutstanding letters of credit $ 7904 $ 6430
Trust receipts Q08 1,631

Usance bills pending maturity 57 348
Documents in transit 20 -
Total banking facilities utilized 8,889 8,309
Less: Outstanding letters of credit (7,904) (6,430)
Notes payable $ 985 $ 1879

A subsidiary of the Company has an unsecured four-year term loan with borrowings in May 2002 totaling $4,500 at a rate of 1.5%
over three months London Interbank Offered Rate, repayable in 16 quarterly instalments of approximately $281 beginning August
31, 2002. At December 31, 2003, the loan had an outstanding balance of $2,813. There is no restrictive financial covenants
associated with this term loan.

The long term debt is repayable as foliows for the years ending December 31

- 2004 $ 1,125
- 2005 1,125
- 2006 563

$ 2813

The Company had a seven-year term loan with borrowings in October 2001 totaling $15000 at a fixed interest rate of 5.05% in
the first four years and at a rate of 1% over Singapore Interbank Money Market Offer Rate for the following three years. The loan
was secured by a property with net book value of $11,400. At December 31, 2002, the bank loan had an outstanding balance of
$12,860. On January 3, 2003, the Company repaid the entire outstanding balance due to the bank, resulting in a finance charge
on early repayment of $610, which was expensed in 2002,

Shareholders Equity
The Company has only one class of common shares authorized, issued and outstanding.

Stock options

In August 1893, the Board of Directors approved a stock option plan which authorized the issuance of 900000 vested options to
key employees, consultants or advisors of the Company or any of its subsidiaries. In December 1993, January 1996 and April 1999,
the option plan was amended and the maximum number of shares to be issued pursuant to the exercise of options granted was
increased to 1,950,000 and 3000000 and 4275000, respectively. The options granted under this plan vest immediately and generally
have a term of three years, but cannot exceed ten years. The options are granted to employees based on past performance and/or
expected contribution to the Company.

In May 2001, the Board of Directors approved another stock option plan which would grant 15,000 options to each independent
director of the Company elected at each annual general meeting of shareholders, and might 'grant options to key employees,
consultants or advisors of the Company or any of its subsidiaries to subscribe for its shéres in accordance with the terms of this
stock option plan. The maximum number of shares to be issued pursuant to the exercise of options granted was 3000000 shares.
The options granted under this plan vest immediately and generally have a term of three years, but cannot exceed ten years. The
options are granted to independent directors based on past performance and/or expected contributions to the Company.

Effective January 1, 2003, the Company has suspended issuing options to management and employees except for the independent
directors. Rather, the Board of Directors approved an incentive bonus program to reward management and employees with a cash
bonus in lieu of stock options.
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A summary of stock option activity during the three years ended December 31, 2003 is as follows:

Number of Option price per share with the weighted
options average option price in parenthesis
Outstanding at January 1, 2001 1,308,000 $3.50, $4.63, $4.94, $5.25 and $5.46 ($4.37)
Granted 1,314,759 $4.65, $4.83 and $2.33 ($4.11)
Exercised (348000) $3.50, $4.63 and $5.25 ($3.54)
Cancelled (152,659) $4.63, $4.65 and $4.94 ($4.67)
Outstanding at December 31, 2001 2,122,200 $2.33, $4.63, $4.65, $4.83 and $5.46 ($4.32)
Granted 900,000 $6.62
Exercised (1,573200) $2.33, $4.63, $4.65 and $6.62 ($4.24)
Outstanding at December 31, 2002 1,449,000 $4.63, $4.65, $4.83, $5.46 and $6.62 ($5.84)
Granted 75000 $18.50
Exercised prior to 10 for 1 stock dividend (1,422500) $4.63, $4.65, $4.83, $5.46, and $18.50 ($5.97)
Effect of 10 for 1 stock dividend on stock option 10,150
Exercised after 10 for 1 stock dividend (3,100) $6.02 ($6.02)
Qutstanding at December 31, 2003 108,550 $4.39, $6.02 and $16.82 ($12.34)

During 2002, 6,000 advisors' options with an exercise price of $6.62 exercisable from April 30, 2002 and expiring on
April 30, 2005 were granted to an advisor and all were exercised during 2003. The Company recorded compensation
expense of $10 for the 2002 advisors’ options based on the Black-Scholes option-pricing model. No adviscrs’ options
were granted during 2001 and 2003

Details of the options granted by the Company in 2001, 2002 and 2003 are as follows:

Number of options granted Exercise price Exercisable period
In 2001
833,558 $ 4,65 March 16, 2001 to March 16, 2004
165000 $ 4.39° June 22, 2001 to June 22, 2004
316,200 $ 2.33 June 27, 2001 to June 22, 2002
In 2002
900,000 $ 6.02 April 30, 2002 to April 30, 2005
In 2003
75,000 $ 16.82" July 8, 2003 to July 8, 2008

* Subsequent to November 7, 2003, the exercise price has been adjusted to reflect the 10 for 1 stock dividend effect.

Stock option costs of $839 charged to the selling, general and administrative expenses in 2001 represented the difference
between the market price and exercisable price of $2.33 for the 316,200 options granted during 2001,
The following summarizes information about stock options outstanding at December 31, 2003, All stock options are exercisable
as of December 31, 2003. ’

Weighted average

Number remaining contractual
Exercise prices of options life in months
$ 438 16,500 5.7
$ 6.02 26,050 15.9
$ 16.82 66,000 30.2

108,550 23.0
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The weighted average remaining contractual life of the stock options outstanding at December 31, 2001, 2002 and 2003 was 18,
22 and 23 months, respectively. The weighted average fair value of options granted during 2001, 2002 and 2003 was $1.71, $1.66
and $7786, respectively, using the Black-Scholes option-pricing model based on the following assumptions:

Year ended December, 31 2001 2002 2003
Risk-free interest rate 5% 4.5% 2.66%
Expected life 1-3 years 3 years 3 years
Expected volatility 45.0% 36.0% £4.24%
Expected dividend per quarter $ 003 | $ 004 3 005

(c) Advisors’ warrants
On December 2, 1987, the Company issued 390,000 units to its advisors. The holder of each unit is entitled to purchase from the
Company at the purchase price of $6.80 per unit one common share and one warrant exercisable to purchase one common share
at $6.80 per share for the period from November 30, 1998 to November 24, 2000. In 2000, 174,090 advisors’ warrants were
exercised, 185,910 advisors' warrants had expired and the expiry date of exercisable period for the remaining 30,000 advisors’
warrants was extended to November 24, 2002, As a result, 174,090 common shares and 174,090 warrants were issued during the
year ended December 31, 2000, The compensation expense for the extension of the expiry date of the 30000 advisors' warrants,
using the Black-Scholes option-pricing model, was $43 and has been charged to the consolidated statement of income in 2000.
The remaining 30000 of these advisors' warrants expired on November 24, 2002,

On October 5, 1998, the Company issued 900,000 warrants to an advisor as consideration of advisory services under a service
contract for a period of 3 years. The holder of each warrant is entitled to purchase from the Company one common share at $3.42 pér
share for the period from October 5, 1999 to October 4, 2001. These warrants have been accounted for using variable accounting

and the related compensation expense of $263 has been charged to the consolidated statement of income for the year ended

December 31, 2001. In 2001, all these warrants were exercised.

The fair values of the advisors’ warrants were calculated using the Black-Scholes option-pricing mode! based on the following

assumptions:
$6.80 Advisors’ warrants $3.42 Advisors warrants
Risk-free interest rate 6.50% 6.50%
Expected life November 24, 2002 v October 4, 2001
Expected volatility 50% 50%
Expected dividend per quarter $ 003 $ 003

(d) Public warrants
On QOctober 10, 1997, the Company distributed to each holder of its common shares nontransferable rights (the *Rights”) to
subscribe for one unit for every three common shares owned at that date (referred to as the ‘Rights Offering”). The subscription
price was $5.67 per unit. Each unit consisted of one common share and one redeemable common share purchase warrant. Each
warrant is exercisable to purchase one common share at a price of $6.80 per share at any time from the date of their issuance until
November 24, 2000. The common shares and the warrants included in the units will be separately transferable immediately on
issuance of the common shares. The warrants are redeemable by the Company at any time at $0.02 per warrant if the average
closing sale price of the common shares for 20 consecutive trading days within the 30-day period preceding the date the notice is
given equals or exceeds $8.50 per share. The terms of the Rights Offering include an over subscription privilege available to
shareholders subject to certain conditions and a Standby Purchase Commitment made by the Standby Underwriters to the Rights
Offering, subject to the terms and conditions of a Standby Underwriting Agreement made between the Company and the Standby
Underwriters, and which includes purchase by the Standby Underwriters of units not subscribed for by shareholders of the Company.
Pursuant to the Rights Offering, 8000000 units were offered with a subscription expiry date of November 24, 1897

C )
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During the period of the Rights Offering, shareholders of the Company exercised Rights to purchase a total of 6803,751 units
at $5.67 per unit and the Standby Underwriters purchased a total of 2,187,636 units at a price of $5.58, being the lower of
the subscription price per unit and the closing bid price per common share as reported on the Nasdagq on the subscription
expiry date, as provided for under the Standby Underwriting Agreement. The gross proceeds raised amounted to $50,769
and the net proceeds raised after deduction of expenses associated with the Rights Offering amounted to $47,700.

On April 1, 2000, the Company amended the terms of the warrant by extending the expiry date of the warrants from
November 24, 2000 to November 24, 2002. The extending of the expiry date of the warrants created a new measurement
date for the warrants, however, the resulting amount was immaterial. During 2002, 4,381,865 warrants were exercised. On
November 24, 2002, all of the remaining warrants expired.

The 174,090 warrants issued pursuant to the exercise of advisors' warrants above bear the same rights as public warrants.

Share buy-back program
The Company repurchased shares under its buy-back program as follows. Al shares were purchased at the prevailing
market price at the date of the buy back and were settled out of the Company’s retained earnings.

Average

Year Shares purchase
repurchased price

2001 683,700 $ 4.90
2002 592,800 $ 5.95

Share redemptions
On January 22, 1999, pursuant to its Articles of Association, the Company redeemed and cancelled 415,500 shares of the
Company registered in the name of Tele-Art at a price of $3.73 per share for $1,549 (see note 19(b)).

On August 12, 2002, pursuant to its Articles of Association, the Company redeemed and cancelled an additional 509,181
shares of the Company beneficially owned by Tele-Art at a price of $6.14 per share for $3,125 (see note 19(b)).

Earnings Per Share
The calculations of basic earnings per share and diluted earnings per share are computed as follows:

Weighted average Per share
Year ended December 31, 2001 Income number of shares* amount
Basic earnings per share $ 9045 33805444 $ Q.27
Effect of dilutive securities
— Stock options - 186,978
— Warrants - 205,834
Diluted earnings per share $ 0045 34,288,256 $ 0.267

Stock options to purchase 45000 shares of common shares at $5.46, warrants to purchase 9,165,477 shares of common
shares at $6.80 and 30,000 advisors’ warrants were outstanding at December 31, 2001 but were not included in the
computation of diluted earnings per share because the exercise price of the stock options and warrants was greater than
the average market price of the common shares during the relevant period. The holder of each advisors' warrant is entitled
to purchase from the Company at the purchase price of $6.80 per unit one common share and one warrant exercisable to
purchase one common share at $6.80 per share,
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Weighted average ‘ Per share
Year ended December 31, 2002 Income number of shares™ amount
Basic earnings per share $ 20023 34,885,366 $ 0.57
Effect of dilutive securities
- Stock options - 476837
- Warrants - 67914
Diluted earnings per share $ 20023 35,430,117 $ 0.57

All options and warrants to purchase shares of common stock were included in the computation of 2002 diluted earnings per share
as the exercise prices were less than the average market price of the common stock.

Weighted average Per share

Year ended December 31, 2003 Income number of shares* amount
Continuing Operations
Basic earnings per share $ 41823 40,336,439 $ 1.04
Effect of dilutive securities

- Stock options - 502,701
Diluted earnings per share $ 41823 40,839,140 $ 1.02
Discontinued operation
Basic earnings per share $ 1979 40,336,439 $ 0.05
Effect of dilutive securities

- Stock options - 502,701
Diluted earnings per share $ 1979 40,839,140 $ 0.05
Net income
Basic earnings per share $ 43802 40336,439 $ 1.08
Effect of dilutive securities

— Stock options - 502,701
Diluted earnings per share $ 43802 40,839,140 $ 1.07

All options to purchase shares of common stock were included in the computation of 2003 diluted earnings per share as the exercise
prices were less than the average market price of the common stock.

* Adjusted for 3 for 1 stock split and 10 for 1 stock dividend.
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14.

15.

Other Income (Expenses) - Net
Other income (expenses) — net consists of:

Year ended December 31, 2001 2002 2003
Interest income $ 1195 $ 798 | % 788
Miscellaneous expense (294) (771 (8886)
Non-trade receivable (write-off) recovered (500) - 500
Foreign exchange gain (loss) 530 (345) (62)
Bank charges (333) (807) (274)
Release of unamortized goodwill of an

affiliated company - Mate Fair (see note 3(b)(v)) - (520) -
Realized gain on disposal of marketable securities ~- 642 -
Unrealized gain on marketable securities 1,568 - -
Dividend income received from marketable

securities and investment 525 917 3,714
Gain on disposal of intangible asset (see note 17) - 60 -
Gain on disposal of a subsidiary {(see note 3(b)()) - 17 -
Gain on disposal of land 18 - 9
Gain on partial disposal of JIC Technology - - 1,838
Loss on disposal of convertible notes - - (102)
Redemption of shares in legal settlement,

net of expenses - Tele Art case (see note 19(b)) - 3333 -
Provision for loss on Tele-Art Case for 1989 and

2002 share redemptions (see note 19(b)) - (5,192) -
Loss on reverse merger of J..C. Group, including

release of unamortized goodwill of $1,483 (see note 3(b)(i) - (2,655) -
Legal expense related to reverse merger of J1.C. Group - (1411) -
Finance charge on early repayment of a bank loan {see note 11) - ®B10) -

$ 2709 $ (B043)| $ 5525

Staff Retirement Plans .

The Company operates a Mandatory Pravident Fund (“MPF") scheme for all qualifying employees in Hong Kong and a
retirement benefit scheme (*RBS") for all qualifying employees in Macao. The MPF and RBS are defined contribution
schemes and the assets of the schemes are managed by the trustees independent to the Company.

Both the MPF and RBS are available to all employees aged 18 to 64 and with at least 60 days of service under the employment
of the Company in Hong Kong and Macao. Contributions are made by the Company at 5% based on the staff's relevant
income. The maximum relevant income for contribution purpose per employee is $3 per month. Staff members are entitled to
100% of the Company’s contributions together with accrued returns irrespective of their length of service with the Company,
but the benefits are required by law to be preserved until the retirement age of 66 for employees in Hong Kong while the
benefit can be withdrawn by the employees in Macao at the end of employment contracts.

According to the relevant laws and regulations in the PRC, the Company is required to contribute 8% to 9% of the stipulated

salary set by the local government of Shenzhen, the PRC, to the retirement benefit schemes to fund the retirement benefits

of their employees. The principal obligation of the Company with respect to these retirement benefit schemes is to make the
required contributions under the scheme. No forfeited contributions may be used by the employer to reduce the existing level

of contributions.

The cost of the Company’s contribution to the staff retirement plans in Hong Kong, Macao and PRC amounted to $5661, $617
and $982 for the years ended December 31, 2001, 2002 and 2003, respectively.
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18. [ncome Taxes Expense, Net
The compoenents of income before income taxes and minority interest are as follows:

Year ended December 31, 2001 2002 2003
PRC, excluding Hong Kong and Macao $ 9002 $ 18823 $ 39778
Hong Kang and Macao 500 2,137 3511

$ 5502 $ 20960 | $& 43289

Under the current BVi law, the Company’s income is not subject to taxation. Subsidiaries operating in Hong Kong and the PRC are
subject to income taxes as described below, and subsidiary operating in Macao is exempted from income taxes. Under the current
Cayman law, Nam Tai Telecom {Cayman) Company Limited, Nam Tai Electronic & Electrical Products Limited and Namtek Software

are not subject to profit tax as they have no business operation.

The provision for current income taxes of the subsidiaries operating in Hong Kong has been calculated by applying the current rate
of taxation of 16% for 2001 and 2002 and 17.6% for 2003 to the estimated taxable income earned in or derived from Hong Kong
during the period.

Deferred tax, where applicable, is provided under the liability method at the rate of 16% for 2001 and 2002 and 17.5% for 2003,
being the effective Hong Kong statutory income tax rate applicable to the ensuing financial year, on the difference between the
financial statement and income tax bases of measuring assets and liabilities,

The basic corporate tax rate for Foreign Investment Enterprises (‘FIEs") in the PRC, such as Namtai Electronic (Shenzhen) Co, Ltd.
{("NTSZ"), Zastron Electronic (Shenzhen) Co. Lid. (*Zastron”), Shenzhen Namtek and Jetup (the “PRC Subsidiaries”) is currently 33%
(30% state tax and 3% local tax). However, because all the PRC subsidiaries are located in Shenzhen and are involved in production
operations, they qualify for a special reduced state tax rate of 15%. In addition, the local tax authorities in Shenzhen are not currently
assessing any local tax.

Since the PRC subsidiaries have agreed to operate for a minimum of 10 years in the PRC, a two-year tax holiday from the first
profit making year is available, following which in the third through fifth years there is a 50% reduction to 7.6%. In any event, for
FIEs such as NTSZ, Zastron and Namtek which export 70% or more of the production value of their products, a reduction in the tax
rate is available; in all cases apart from the years in which & tax holiday or tax incentive is available, there is an overall minimum tax
rate of 10%. The following details the tax concessions received for the Company’s PRC subsidiaries:

+  OnJanuary 8, 1999, NTSZ received the recognition of “High and New Technology Enterprise” which entitles it to various tax
benefits including a lower income tax rate of 7.5% until 2003. In July 2002, the Shenzhen local tax authority issued a notice to
shorten the tax incentive period from 5 years to 3 years expiring in 2001. Nevertheless NTSZ was advised by the Shenzhen local
tax authority that it would continue to provide a rebate of corporate tax paid for 2 years for 2002 and 2003, During 2003, NTSZ
received $110 rebate of corporate tax paid for 2002. In addition, NTSZ received a tax refund of $122 from reinvestment of
profits for 1999 to 2001 and a refund of $441 for being a export-oriented enterprise in 2002.

* Income tax of Zastron was payable at the rate of 10% on the assessable profits of Zastron for the years ended December 31, 1999
to 2000. In 2003 Zastron received a refund of $56 from reinvestment of profits for 1899 and a refund of $124 for being an
export-oriented enterprise in 2002,

For the years ended December 31, 2001 and 2002, the income tax of Jieda was payable at the rate of 15% on the assessable
profit. During 2003, Jieda merged with Jetup.

» In February 2001, Namtek received the recognition of "Advanced Technology Enterprise” which entitles it to various tax benefits
including a lower income tax rate of 75% until 2003. In 2003, Shenzhen Namtek claimed a refund of $27 from the reinvestment
of profits for 1898 to 2000.
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+ Income tax of Jetup was payable at the rate of 7.5% on its assessable profit for the years ended December 31, 1999 to
2001. The Shenzhen local tax authority has granted Jetup the status of “High and New Technology Enterprise” and
allowed it to enjoy a 50% reduction in corporate tax rate to 7.5% for 3 years from 2002 to 2004. During 2003, Jetup
received a refund of $175 from reinvestment of profit for 2002.

* Income tax of Jieyao was payable at the rate of 75% on the assessable profit for the years ended December 31, 2001 to
2003. During 2003, Jieyao was disposed of to a third party (see note 3(b)iii)).

+  For the years ended December 31, 2001 and 2002, BPC qualified for a tax holiday. During 2002, BPC was disposed of
to TBCL (see note 3(b)(D)).

An FIE whose foreign investor directly reinvests by way of capital injection its share of profits obtained from that FIE or
another FIE owned by the same foreign investor in establishing or expanding an export-oriented or technologically advanced
enterprise in the PRC for a minimurn period of five years may obtain a refund of the taxes already paid on those profits.
NTSZ, Zastron, Shenzhen Namtek and Jetup qualified for such refunds of taxes as a result of reinvesting their profit earned
in previous years by their respective holding companies. As a result, the Company recorded tax expense net of the benefit
related to the refunds. At December 31, 2002 and 2003, taxes recoverable under such arrangements were $789 and
$4,889, respectively, which are included in income taxes recoverable and expected to be received during 2004. However,
during 2003 the Shenzhen government did not refund approximately $13 in taxes the Company paid in 1998 to 2000.
Therefore, the Company reversed the related receivable into current tax expense in 2003,

In accordance with its normal practice, the Hong Kong tax authorities selected the Company and one of its wholly owned
subsidiaries for a tax audit. In March 2003, in relation to fiscal year 1996, the Hong Kong tax authorities have made certain
estimated assessments for public revenue protection purposes to prevent the assessments, if any, from becoming time
barred. The Hong Kong tax authorities have not provided concrete grounds for the assessments. The Company and the
subsidiary concerned have objected to these estimated assessments. The outcome of the objection is uncertain at this stage
as the Hong Kong tax authorities are still reviewing the Company's and its subsidiary’s Hong Kong tax position. At the time, it
is not possible to estimate the outcome of the tax audit, the amount that may have to be paid, if any, or the impact that the
results of the 1996 tax audit will have fo subsequent tax years. However, management is of the view that there will be no
material tax adjustment as a result of the tax audit.

The current and deferred components of the income tax expense appearing in the consolidated statements of income are

as follows:
Year ended December 31, 2001 2002 2003
Current tax $ 110y | % ®812) | % (433)
Deferred tax (117) 39 34
$ @D $ 77| $  (39) |

Deferred tax liabilities consist of tax allowances over depreciation and are $112 and $78 at December 31, 2002 and 2003,
respectively.

At December 31, 2001, 2002 and 2003, the Company does not have any tax loss carryforwards.
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A reconciliation of the income tax expense to the amount computed by applying the current tax rate to the income before income taxes
in the consolidated statements of income is as follows:

17.

18.

Year ended December 31, ‘ 2001 2002 2003
Income before income taxes and minority interests $ 9502 $ 20960 $ 43289
PRC tax rate 18% 15% 15%
Income tax expense at PRC tax rate on income before income tax $ (1498) | $ (G144 | $ (6493
Effect of difference between Hong Kong and

PRC tax rates applied to Hong Kong income (7 42 72
Effect of income (loss) for which no income tax benefit/ expense

is receivable/payable (35) 950 870
Tax holidays and tax incentives 786 542 2,122
Effect of PRC tax concessions, giving rise to no PRC tax liability 564 2,163 3,435

Tax benefit (expense) arising from items which are not assessable
(deductible) for tax purposes:

Gain on disposal of land in Hong Kong 6 - 1
Exempted interest income 21 12 16
Non-deductible legal and professional fees - (234) (301
Non-deductible other items (159) (466) (109)
Overprovision for income tax expense in prior year - - 103
Underprovision of income tax expense in prior years - (50O -
Other 22 (127) (119)
N1 $ (7713) | $ (399

No income tax arose in the United States of America in any of the periods presented.

Tax that would otherwise have been payable without tax holidays and tax concessions amounts to approximately $1,350, $2,695
and $5557 in the years ended December 31, 2001, 2002 and 2003, respectively {representing a decrease in the basic earnings
and diluted earnings per share of $0.04, $0.08 and $0C.14 in the years ended December 31, 2001, 2002 and 2003, respectively).

Related Party Balance and Transactions

Since the establishment of BPC in 2000, the Company recognized net sales of $21,072 and $7,849, purchased raw materials
of $23065 and $7,751, acquired property, plant and equipment of $50 and $Nil, from TBCL, a minority shareholder of BPC, and its
related companies for the year ended December 31, 2001 and for the period from January 1, 2002 though April 2002, respectively.
In addition, the Company had paid $1,000 to TBCL for acquisition of a license during the year ended December 31, 1899, which
was disposed of during 2002 for a consideration of $800 together with the disposal of interest in BPC, plus the foreign exchange
gain of $9, resulting in a gain of $60.

As of December 31, 2003, the balance due from a related party represented the balance due from JCT, a subsidiary of Alpha Star.
For the year ended December 31, 2003, the Company recognized net sales of $20,782 and purchased raw materials of $5,456 from
JCT and its related companies.

Financial Instruments

The Company's financial instruments that are exposed to concentrations of credit risk consist primarily of its cash equivalents and
trade receivables.

The Company's cash and cash equivalents are high-quality deposits placed with banking institutions with high credit ratings. This
investment policy limits the Company's exposure to concentrations of credit risk.

The trade receivable balances largely represent amounts due from the Company's principal customers who are generally international
organizations with high credit ratings. Letters of credit are the principal security obtained to support lines of credit or negotiated
contracts from a customer. As a consequence, concentrations of credit risk are limited. Allowance for doubtful debts was $122 and
$119in 2002 and 2003, respectively. There were no other movements in the provision for doubtful accounts.

@)
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19.

(a)

(b)

All of the Company’s significant financial instruments at December 31, 2002 and 2003 are reported in current assets or
current liabilities in the consolidated balance sheet at carrying amounts which approximate their fair value due to the short
maturity of these instruments.

The Company's fair value of convertible notes, including the embedded option, was not significantly different from the
carrying value at December 31, 2002 and it was disposed of during 2003,

Commitments and Contingencies

Lease commitments

The Company leases premises under various operating leases, certain of which contain escalation clauses. Rental expense
under operating leases was $1,0601, $309 and $617 in the years ended December 2001, 2002 and 2003, respectively.

At December 31, 2003, the Company was obligated under operating leases, which relate to land and buildings, requiring
minimum rentals as follows:

Year ending December 31,

- 2004 $ 1045
- 2005 1,037
- 2006 988
- 2007 1,070
- 2008 1,087
— 2009 and thereafter 3,658

$ 8885

Significant legal proceedings

In June 1997, the Company filed a petition in BVI for the winding up of Tele-Art on account of an unpaid judgment debt owing
to the Company. The High Court of Justice granted an order to wind up Tele-Art in July 1898 and the Eastern Caribbean

Court of Appeal upheld the decision on January 25, 1999. On January 22, 1898, pursuant to its Articles of Association, the
Company redeemed and cancelled 415,500 shares (*) of the Company registered in the name of Tele-Art at a price of $3.73
per share to offset substantially all of the judgment debt of $799, plus interest and legal costs totalling $1,673, including

dividends that the Company had withheld and credited against the judgment debt.

Following the completion of the redemption, the Company received notice that the liquidator had obtained an ex-parte
injunction preventing the Company from redeeming Nam Tai shares beneficially owned by Tele-Art. On February 4, 1999, the
liquidator of Tele-Art filed a further summons in the BVI on its behalf seeking, among other matters:

* A declaration as to the respective priorities of the debts of Tele-Art to the Bank of China, Nam Tai, and other creditors
and their respective rights to have their debts discharged out of the proceeds of the Tele-Art's Nam Tai shares;

An order setting aside the redemption of 415,500 shares, and ordering delivery of all shares in possession or control of
Nam Tai to the liquidator; and

» Payment of all dividends in respect of Tele-Art's Nam Tai shares.

On March 26, 2001, the Company filed a summons seeking to remove the liquidator for failing to act diligently in the
performance of his duties and for knowingly misleading the court. On September 3, 2002, the liquidator submitted a letter
of resignation prior to the scheduled removal hearing. A new liquidator was subsequently appointed in July 20083.

On July 5, 2002, upon application by the Company, the court ordered the removal of the liquidator's ex-parte injunction and
ordered an inquiry into damages. On August 9, 2002, the court delivered a decision awarding a judgment against Tele-Art
for approximately $34,000. On August 12, 2002, the Company redeemed and cancelled, pursuant to its Articles of

Association, the remaining 509,181 () shares beneficially owned by Tele-Art at a price of $8.14 per share. Including the
dividends which the Company had withheld and credited against the judgment, this offset a further $3519 in judgment debts
owed to the Company by Tele-Art. The Company recorded the $3,333 redemption, net of expenses, as other income in 2002.

(*: Subsequent to November 7, 2003, the number of shares has been adjusted to 457,050 to reflect the 10 for 1 stock dividend effect)
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On January 21, 2003, judgment was delivered on the liquidators' February 4, 1999 summons declaring that the redemption and set
off of dividends on the 415,600 shares be set aside and that all Tele-Art property withheld by Nam Tai be delivered to Tele-Art in
liquidation. The orders granted in the judgment were substantially different from the relief sought in the February 4, 1999 application.
On February 4, 2003, the Company filed an application for a stay of execution and leave to appeal the decision listing eight grounds
of appeal, which was granted on June 23, 2003. The case was heard on January 12, 2004 and the judgment was reserved.

The Company has been advised by its legal representatives that it has real prospects of success on appeal against the January
21, 2003 decision and plans to vigorously fight for such an outcome. However, due to the uncertainty of the final outcome of the
litigation as a result of the January 21, 2003 judgment and in accordance with SFAS No. 5, “Accounting for Contingencies”, the
Company recorded a provision for $5,192 as a component of accrued expenses as of December 31, 2002, pending a final
determination of this matter by the courts, represented the then best estimate of the net monetary expense the Company would
have if its appeal was unsuccessful and its two judgment debts in the total amount of $38,000 (including interest, costs, and
related expenses) was determined as having the lowest priorities in recovering from the estate of Tele-Art. According to the latest
information provided by the liquidator on November 7, 2003, apart from Nam Tai, a total of 4 other creditors of Tele-Art, including the
Bank of China, submitted their proof of debt to the liquidator for a total claim of approximately $3330. Together with the outstanding
legal charge as of December 31, 2003, the total potential obligation to the Company was estimated to be approximately $3,890,
and accordingly, the 2002 provision for $5,192 had been reduced to $3890 in the fourth quarter of 2003. If the appeal is successful
and all legal matters related to Tele-Art, Inc. are finalized, including the final determination of other creditors’ position, then any
remaining portion of the $3,830 provision will be reversed into income in the related period.

If the appeal is not successful, and the 1,017,149 (adjusted for 10 for 1 stock dividend effect) share redemption is set aside, the
Company believe that these shares would be sold by Tele-Art's liquidator in the open market at the market price prevailing at the
time of sale. For example, if these shares had been sold at the March 1, 2004 closing price of $28.09 per share, the proceeds the
liquidator would have realized before commissions, plus withheld dividends of $518, would have been approximately $29,090 for
the estate of Tele-Art. Accordingly, if the Company is not successful on its appeal of the January 21, 2003 judgment, Nam Tai will
seek to recover its $38,000 in judgment debts from the estate of Tele-Art and any amounts recovered therein would be
recognized as other income,

However, there is no assurance that the Company may realize the entire amount of its judgment debts as Tele-Art is in liquidation.
The actual amount of the recovery, if any, is uncertain, and is dependent on a number of factors including the value of Nam Tai's
shares when sold in the market, and the final determination of other creditors' positions. The Company plans to continue to pursue
vigorously all legal alternatives available to recover the maximum amount of the outstanding debt from Tele-Art as well as pursue
other parties that may have assisted in any transfers of the assets from Tele-Art. The Company may incur substantial additional
costs in pursuing the recovery and such costs may not be recoverable.

(" Subsequent to November 7, 2003, the number of shares has been adjusted to 560,099 to reflect the 10 for 1 stock
dividend effect)

Class Actions

On March 11, 2003, the Company were served with a complaint in an action captioned Michael Rocco v. Nam Tai, et al,
03 Civ. 1148 (S.D.N.Y)), or the Rocco Action. In addition to Nam Tai, certain directors are named as defendants. On or about
April 9, 2003, a second complaint was filed in an action captioned AJ. & Celine Steigler v. Nam Tai, et al, 03 Civ. 2462 (S.D.N.Y.),
or the Steigler Action, and together with the Rocco Action, the Actions. The Actions have been consolidated since July 2003 and
purports to represent a putative class of persons who purchased the common stock of Nam Tai from July 29, 2002 through
February 18, 2003. Plaintiffs in the Actions assert claims under Section 10(b) of the Securities Exchange Act of 1934 and allege
that misrepresentations and/or omissions were made during the alleged class periods concerning the recovery of an inventory
write-down and a charge to goodwill related to Nam Tai’s LPT segment. The Company has filed a motion to dismiss the lawsuit
and the putative class action has not been certified as a class action by the court. In any event, the Company’s motion to dismiss
was heard in November 2003 and are awaiting the judgment of the court thereof. Nam Tai believes it has meritorious defenses
and intends to defend the case vigorously.

)
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20. Segment Information
The Company operates in two segments: CEP and LPT, principally relating to the cperation of J.I.C. Group. The Company
operates and manages these segments as strategic business units. The chief operating decision maker evaluates the net
income of each segment in assessing performance and allocating resources between segments.

The following table provides operating financial information for the two reportable segments.

Year ended December 31, 2001 2002 2003
CEP LPT Total CEP LPT Total CEP LPT Total

Net sales — third parties ~ $176976 $35958 $212934 |$192906 $35261 $2028,167 |$344200 $41324 $385524
Net sales ~ related party 21072 - 21072 7849 - 7849 20,782 - 20,782
Total net sales 198048 35958 234006 | 200,755 35261 236016 | 364982 41324 406306
Cost of sales (174,863) (29,111) (203874)| (167440) (30516) (197956) | (305426) (34,590) (340016)
Gross profit 23,185 6,847 30032 33315 4745 38,060 58,556 6,734 66,230
Selling, general and

administrative experises ~ (16521)  (54563) (21874)| (14940) (3043) (17983)| (20908) (3958) (24,866)
Research and

development expenses (2,746) (208) (2,954) (2,162) (524) (2,686) (3547) (490) (4037)
Impairment of goodwill - - - (339) - (339) - - -
Interest expense (170) ®) 178) (705) (85) (790) %) (116) aen
Equity in income of

affiliated companies 1,867 - 1,867 10,741 - 10,741 4908 -~ 498
Other income

(expenses), net 8856 1,824 2,709 (4879) (1,164) (6043) 6,759 (1,234) 5525
Income (loss) before

income taxes and

minority interests 6,500 3002 9,502 21,031 (71) 20960 42353 936 43289
Income (loss)

taxes expense (137) ©0) 227 (710) (63) (773) (395) )] (399)
Income before

minority interest 6,363 2912 9,275 20,321 (134) 20187 41,958 932 42890
Minority interests (230) - (230) (107) B7) (164) (856) @11 (1,087)
Income after

minority interests 6,133 2912 9,045 20214 (191) 20023 41,102 721 41,823
Discontinued operation - - - - - - - 1,879 1979
Net income (loss) $ 6133 $ 2912 $ 9045 |$ 20214 $ (191 $ 20023 |$ 41,102 $ 2700 $ 43802
Year ended December 31, 2001 2002 2003

CEP LPT Total CEP LPT Total CEP LPT Total

Depreciation and

amortization $ 8454 $ 2717 $ 11,171 |$ 8733 $ 1880 $ 10619 {$ 9633 $ 2831 $ 12964
Stock option costs - 839 8398 - - - - - -
Capital expenditures 34,060 1,953 36,013 5962 12,523 18,485 16,584 469 17,053
Identifiable assets 188262 36311 224573 | 225754 48332 275086 | 2481656 48530 297695

There were no material inter-segment sales for the years ended December 31, 2001, 2002 and 2003. Property, plant and

equipment with a net book value of $312 was transferred from the CEP segment to the LPT segment during 2002. The
Company charges 100% of its corporate level related expenses to its reportable segments as management fees.




FINANCIALS

A summary sets forth the percentage of net sales of each of the Company's product lines of each segment for the years ended
December 31, 2001, 2002 and 2003, is as follows;

Year ended December 31, 2001 2002 2003
Product line
CEP:
— Assembling
- LCD consumer products 32% 40% 31%
- Telecom components assembly B2% 44% 58%
- Software development services 1% 1% 1%
85% 85% 90%
LPT:
— Parts and components
- LCD panels 1% 10% 9%
- Transformers 4% 5% 1%
15% 15% 10%
100% 100% 100%

A summary of net sales, net income and long-lived assets by geographic areas is as follows:

By geographical area:
Year ended December 31, 2001 2002 2003

Net sales from operations within:
- Hong Kong and Macao:

Unaffiliated customers $ 206902 $ 223709 $ 285,113
Related party - - 14,770
Intercompany sales - 979 404
206,902 224,688 310287
- PRC, excluding Hong Kong and Macao:
Unaffiliated customers 6,032 4458 80411
Related party 21072 7,849 6,012
Intercompany sales 160,503 179411 263971
187,607 191,718 360,394
- Intercompany eliminations (160503) | (180390) |  (264,375)
Total net sales $ 234006 $ 236016 $ 408,306
Net income within: i
- PRC, excluding Hong Kong and Macao $ 48348 $ 17930 | $ 38827
- Hong Kong and Macao 4,197 2,093 5175
Total net income $ 9045 $ 20023 $ 43802




NAM TAI ELECTRONICS, INC.  annual report 2003

21,

Year ended December 31, 2001 2002 2003
Net sales to customers by geographical area:

- Hong Kong $ 64,391 $ 57,157 $ 36433
- Europe (excluding Estonia) 292437 42043 84,954
- United States 35662 330564 55,543
- PRC (excluding Heng Kong) 95,378 28518 101,211
- Japan 22767 25,276 68,498
- Estonia - 19,660 20474
- North America (excluding United States) 19,332 6,640 347
- Korea 23,986 17,390 24,499
- Other 20,053 5378 14,347
Total net sales $ 234,006 $ 236016 $ 406,306
As of December 31, 2001 2002 2003
Long-lived assets by geographic area:

- PRC, excluding Hong Kong and Macao $ 43299 $ 54481 $ 58399
- Hong Kong and Macao 27,115 21,433 18,248
Total long-lived assets $ 70414 $ 75914 $ 77647

Intercompany sales arise from the transtfer of finished goods between subsidiaries operating in different areas. These sales

are generally at estimated market price.

The Company's sales to customers which accounted for 10% or more of its sales are as follows:

Year ended December 31, 2001 2002 2003
A $ 69996 $ 75965 $ 100541
B N/A 39,854 46,057
C 33,143 26,217 N/A
D N/A N/A 43,233

$ 103,139 $ 142,036 $ 189,831

Subsequent Events

In December 2003, the Company paid approximately $5277 (Euros 4,250) into an escrow account for an investment in
Stepmind, which was included in prepayment and other receivables at December 31, 2003. Approximately $2,642 (Euros
2,122) has been released from the escrow amount in January 2004 for the Company's first phase of investment. The second

phase of investment amounting to $2,646 (Euros 2,132) will be released by the Company to Stepmind in August 2004,

subject to fulfiliment of certain conditions. Upon successful subscription of the shares in the second phase, the Company’s

total investment will represent 11.33% equity interest in Stepmind.




Directors and Management

Directors

Tadao Murakami

Chairman

M. K. Koo
Chief Financial Officer

Stephen Seung

Corporate Secretary
Charles Chu*

Peter R. Kellogg

Dr. Wing Yan (William) Lo"
Mark Waslen®

“‘Member of Audit Committee

Consultants

Dr. Tadashi Sasaki
Tokyo, Japan

C.S. Chuang

Taipei, Taiwan

FINANCIALS

Management

Joseph Li

Chief Executive Officer and President

Guy Bindels

Research and Development Director

George Shih
Chief Operating Officer

Karene Wong

Chairman of the Board

Nam Tai Electronic & Electrical Products Limited
Namtai Electronic (Shenzhen) Co., Ltd.

Patinda Lei
Chairman of the Board
Zastron Electronic (Shenzhen) Co. Ltd.

Chen Yee William
Managing Director
Namtai Electronic (Shenzhen) Co,, Ltd.

Kazuhiro Asano
Managing Director

Namtek Software Development Company Limited

Seitaro Furukawa
Chairman of the Board

JI.C. Technology Company Limited

lvan Chui

Managing Director

JIC. Enterprises (Hong Kong) Limited




Organisation Chart of Nam Tai Group
(As of March 31, 2004)

NAM Al ELECTRONICS, ING!

(Uncemeraied n the Britsh Virgh ldkads & fisied
on e New Yerk Steck Edhange in the USA)

100% AR TR0 GROUD
|| MANAGEMENT LITED

ncorporatedlinliionglKono)

[100% ‘ 100% ( 88,3092 ‘30%
COARD TR0 BLECTRONIG 09AR) TR TELEE0 ULG, TECHNCLOEY RARTTER SOFTWARE |
& ELUEETRICAL (CRY AR (COMPANYEIUMINEDS DEVEYSENMIENT
ERODUCTES WNMRED CEMEANR LMED ag@n@ ) COMPANVIUIMITEDS
[Cayman]standsgelisted]
(nserperisd o the (aserpreied i the et o6 Nione (sarzarsted o e
Coaymen [Snds) Caymem (ends) o Lein Beerd 5@‘;; Caxpoen (elerde)
100% 100% 100% 100% 100% 100% 100%
—
AT e ST e
ENECTRONIG EVEGIRONIS F VERFRS
CONLIDY cemmmzn coytinY (et i e ||| || | @neereried B
[WncorporatedlinfthelRRE) “mrpmm wtm Mmc mmﬁﬁ@ [tincorporated]inlMacaocy tincorporatedlinliiongiKong)

100%

EUR
(SHENZEEN)

(sermeres i e RS

1 NTE! holds a direct 3.033% interest in Huizhou TCL Mobile Communication Co. Ltd. through holding of a 72.22% interest in Mate Fair Group Limited.
On March 31, 2004, NTEI signed an agreement that will increase its direct ownership in Huizhou TCL Mobile Communication Co. Ltd. to 9% through
a 100% holding in Jasper Ace Limited with effect from April 21, 2004,

NTE! holds 25% interest in Alpha Star investments Limited which is the ultimate holding company of JCT Wireless Technology Lid.
NTEI holds 7.66% interest in Stepmind with rights to increase its interest up to 11.33%.

2 NTE! holds 74.86% issued ordinary share capital and 423,320,000 preference shares of J..C. Technology Company Limited {*JIC Technology“).
NTEI will hold 88.39% of enlarged share capital in JIC Technology after conversion in full of the preference shares.

3 JIC Technology holds 5.36% interest in iMagic Infomedia Technology Limited.

4 Namtai Electronic (Shenzhen) Co. Ltd. holds 3.69% interest in TCL Corporation.

5 20% interest in Namtek Software Development Company Limited is held by Asano Company Limited.

6 Nam Tai Electronic & Electrical Products Limited (Hong Kong) was renamed Nam Tai Trading Company Limited. Nam Tai Trading Company Limited and
Nam Tai Telecom (Hong Kong) Company Limited are to be dormant.




Shareholders’ Meeting

The Annual Meeting of Shareholders
will be held at 11:30 a.m. (ET) on
Friday June 11, 2004 at The Peninsula
New York, 700 Fifth Avenue at 55th
Street, New York, NY 10019, USA.

Stock Listing

The shares of Nam Tai Electronics, Inc.
are traded on the New York Stock
Exchange under the stock symbol
*NTE” and-on the Frankfurt Stock
Exchange under the symbol 884852,
Chicago Board Options Exchange
trades optioris on Nam Tai Electronics,
Inc. under the symbol “QNA™

42 Transfer Agent-And Registrar

" Communications regarding change of
address, transfer of common shares, or
lost certificates should be directed to:

_Registrar and Transfer Company
10 Commerce Drive

Cranford, New Jersey 07016-3572
* Telephone: 1-800-368-5048;

L (908) 497-2300
" Faosimile: (908) 497-2310
~ Website: www,rtco.com

Belditte Touche Tohmatsu, Hong Kong

Cosporation Lid. (Hong Kong, Macao
and People*s Repubfic of China)

Chilia Construction Bank (People's
Republic of China)

Corporate Counsel
L Shearman & Sterling LLP
~.._ New York, New York, USA

W, namtel.com

Registered Office

Nam Tai Electronics, inc.

McW. Todman & Co.

McNamara Chambers

PO Box 3342, Road Town, Tortola
British Virgin Islands

Telephone: (284) 494-2810
Facsimile: (284) 494-4957

Investor Relations Office

Pan Pacific L.R. Ltd.

Suite 1790 — 999 West Hastings Street
Vancouver, BC, Canada

VeC 2W2

Telephone: (604) 663-7800

Facsimile: (604) 669-7816

Toll Free Tel/Fax: 1-800-661-8831
E-mail; shareholder@narhtai.com

BVi Headquarters

8rd Floor, 116 Main Street
Road Town, Tortola

British Virgin Islands
Telephone: (284) 494-7752
Facsimile: (284) 494-3739

PRC Headquarters

Nam Tai Investments Consultant
{Macao Commercial Offshore)
Company Limited

Zastron (Macao Comrmercial Offs‘hore)‘

Company Limited

Unit A and C, 17th Floor,
Edificio Comercial Rodrigues,
599 da Avenda da Praia Grande,
Macao

Telephone: (853) 356-333
Facsimile: (853) 356-262

Hong Kong Office

Nam Tai Electronic & Electrical
Products Limited

Nam Tai Group Management Limited
JA.C. Technology Company Limited
J.1.C. Enterprises (Hong Kong) Limited

15/F., China Merchants Tower
Shun Tak Centre

188 - 200 Connaught Road Central
Hong Kong

Telephone: (852) 2341-0273
Facsimile: (852} 2263-1223

Manufacturing / R & D Facilities
Namtai Electronic {(Shenzhen) Co., Ltd.
Zastron Electronic (Shenzhen) Co. Ltd.

Gu Su industrial Estate
Xixiang, Baoan, Shenzhen
People'’s Republic of China
Telephone: (86755) 2749-6818
Facsimile: (86755) 2749-4014

Namtek Software Development
Company Limited

Shenzhen Office

C1204 - 1206 & C1209 - 1211
Ming Wah International
Convention Centre

8 Gui Shan Road

Shekou, Shenzhen

People’s Republic of China
Telephone: (86755) 2667-8192
Facsimile: (86755) 2667-7750

Japan Office o
6/F., Sakura-Masamune Higashi-
Nihonbashi Building,

3:12-12 Higashi-Nihonbashi,
Chuo-Ku, Tokyo, e
Japan- 103-0004

Telephone: (813) 3660-6290
Facsimile: (813) 36606291

Jetup Electronic {Shenzhen) Co., Ltd.

Zi-You San Team-(1) Ind. Bldg.
Fan Shen Cun, The 47th District
Baoan New City, Baoan, Shenzhen
People’s Republfic of China
Telephone: {86755) 2782-7222
Facsimile: (86755) 2782-5120
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